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HEAD OFFICE: BRITANNIA BUILDINGS, HUDDERSFIELD 
LONDON OFFICE: BRITANNIA HOUSE, 203 STRAND, W.C.2 
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SPORTS GROUND || PALGRAVE MURPHY 


FOR SALE. Croydon district. | LIMITED 
Near Railway Station. Freehold. |7 EDEN QUAY, DUBLIN 


74 acres including Spacious 
Pavilion. All services. Ship Agents, 
— | ’ 

PRICE £18,000 


handy: Forwarding Agents, 
4 } fir 


LEOPOLD FARMER & SONS Pevetuves 


Survevors 


if ( iresham Street London. E..C.2 Telephone: 41/70! Telegrams: ‘‘Palgrave, Dublin’’ 




















BAYERISCHE VEREINSBANK 


Every description of Domestic and Foreign banking 
business transacted 


MUNICH, 14 Promenadestrasse —- NUREMBERG, 2! Lorenzerplatz 
AUGSBURG, 37 Maximilianstrasse 
OFFICES AND BRANCHES ALL OVER BAVARIA | 
Correspondents in all important places of the World 
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= BRADBURY, WILKINSON & CO, LTD. * 
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DESIGNERS, ENGRAVERS & PRINTERS 
of 
BANK NOTES, POSTAGE STAMPS, 
BONDS, SHARE WARRANTS, 
CERTIFICATES, CHEQUES, 
and 
ALL DOCUMENTS OF SECURITY 
—_@ee——_ 


HEAD OFFICE & WORKS: LONDON OFFICE: 

NEW MALDEN, SURREY 20 COLEMAN STREET, E.C.2 
iY TELEPHONE: WIMbliedon 0033-4-5-6 TELEPHONE: MONARCH 7531-2 
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BANK OF IRELAND 


ESTABLISHED 1783 





Head Office : 
COLLEGE GREEN, DUBLIN 





Capital (Paid Up) - - £2,769,230 
Reserve - . - -  £3,690,000 
Total Assets - . - £88,575,683 


78 Branches throughout Ireland 


LONDON AGENTS 


BANK OF ENGLAND 
COUTTS & CO. 








Every description of Home and Foreign 
Banking Business Transacted 
































THE 
NATIONAL BANK 


LIMITED 





Established 








CAPITAL £7,500,000 
RESERVE FUND £1,380,000 





DEPOSITS £75,559,000 





EVERY DESCRIPTION OF BANKING 
BUSINESS TRANSACTED 








DUBLIN : 34 & 35 COLLEGE GREEN 
and 13 CITY OFFICES 


BELFAST : CORK : LIMERICK : WATERFORD 
and 210 OTHER OFFICES THROUGHOUT IRELAND 


LONDON : 13 OLD BROAD STREET, E.C.2 
and 14 OTHER OFFICES IN THE METROPOLIS. 
ALSO AT 


LIVERPOOL ; MANCHESTER ; BRISTOL ; 
CARDIFF ; NEWPORT ; SWANSEA ; etc. 





AGENTS and CORRESPONDENTS ALL OVER THE WORLD 











The Right Honourable The Lord Mayor 


and the 


Members of the City Council of 
DUBLIN 


Welcome the publication of the Economic Survey 
of the Republic of Ireland in this issue, which 
will make apparent the manifold and yital ser- 
vices rendered to the citizens of modern Ireland. 


A. S. CLARKIN, Lord Mayor 
P. J. HERNON, City Manager 
and Town Clerk 











WFR \ 46-49 DAME STREET 


DUBLIN. 





Fire + Accident + Aviation + Marine 
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BETSON & CO., LID. 


SHIPBROKERS : CHARTERING AGENTS } STEVEDORES 
Consulate for Norway Consulate for Panama — Vice-Consulate for Finland 
20 EDEN QUAY, DUBLIN 
Phone Nos. 43904/5 Telegrams ‘* Betson,’ Dublin 


Codes — Scott’s 10th Edition, Boe, Lombard 


AGENTS FOR UNITED STATES LINES 
EAST ASIATIC CO., LTD. 




















GUINNESS, MAHON & CO. 


MERCHANT BANKERS 


ESTABLISHED 1836 


53, CORNHILL, LONDON, E.C.3 





GUINNESS & MAHON 
17, COLLEGE GREEN, DUBLIN 





GUINNESS MAHON 
REPRESENTATION CO. INCORPORATED 
115, BROADWAY, NEW YORK 6, 
Metecy Bich. 





















































“GENTEX” 


Cotton and Rayon Piece 
Goods spun, woven and 
finished in one of the 
most modern factories in 
Ireland — they are fully 
equal in quality to the best 
products of other countries 


GENERAL 
TEXTILES 


— LIMITED—_———_— 
ATHLONE---EIRE 


Phone: Athlone 54. Grams: ‘** Gentex,’’ Athlone 
DUBLIN CORK 
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YEARS GROWTH 


1942 195] 
PREMIUM 
INCOME £1 ,686,962 £3,059,866 
LIFE FUNDS £6,051,375 £14,558,223 
ASSETS £6,435,843 £14,974,603 
INSURE WITH 


IRELAND'S LARGEST LIFE OFFICE 

FOR ALL CLASSES OF LIFE AND 

ENDOWMENT ASSURANCES 

AND FOR GROUP PENSION 

AND GROUP ASSURANCE 
SCHEMES 


QUOTATIONS MAY BE OBTAINED 

FROM CHIEF OFFICE OR FROM OUR 

REPRESENTATIVES IN ALL PARTS 
OF THE COUNTRY 


THE 


IRISH ASSURANCE 
COMPANY LIMITED 


_ CHIEF OFFICE : HAMMAM BUILDINGS 
_ UPPER O'CONNELL STREET, DUBLIN 



















































THE 


INDUSTRIAL CREDIT 
COMPANY, LIMITED 





Authorised Capital a ee ee” £5,000,000 
Issued and Paid-up Capital . £ 1,000,000 





Capital Underwriting and 


General Industrial Financing 





Offices: 


9 LEINSTER STREET, 
DUBLIN 





| 











THE HIBERNIAN BANK LIMITED 


Incorporated in Ireland 
ESTABLISHED 1825 





es RING. |. cup aoenn vs ebeeerenanannneeenceannbaaah inte, £2,000,000 
PUD aici cninsinndahaasannsdacmmecehmbannsntonicnuiice winnie 500,000 
EE TEED cis nace cednndamneenaads ahadedeianinianianeempanians 620,000 


HEAD OFFICE: 
COLLEGE GREEN. DUBLIN 


Over One Hundred Branches and Sub-Branches throughout Ireland. 





The Bank undertakes the Recovery and Adjustment of INCOME TAX 
The Bank also undertakes the Offices of EXECUTOR AND TRUSTEE 





LONDON AGENTS: LLOYDS BANK LIMITED 














BOWMAKER LIMITED 


Industrial Bankers 


SPECIALISED BANKING FACILITIES FOR 
INDUSTRY — COMMERCE — EXPORT — IMPORT 


Rg eo P London Office: 
Bowma ce” ietenees 61 St. James’s Street, S.W.1 
Telephone: Bournemouth 7070 Telephone: GROS. 6611/6619 


BRANCHES THROUGHOUT THE UNITED KINGDOM 
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The World’s Fastest Fire Extinguisher | 
—for every Fire Risk — | 3S VALUATIONS Cv 
Pressure-operated by sealed CO 2 Charges | oO S ys S 
NU-SWIFT LTD * ELLAND - YORKS ey %, a s 
In Every Ship of the Royal Navy <P ¥ OOS, 
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the tyres with the Gold Seal 


Carefree holidays depend on trouble-free tyres. That’s 
why so many motorists are starting the summer by fitting 


the latest and best Dunlop car tyre—and so should you. 
The Gold Seal on the sidewall means: 





@ Stronger and more flexible 
casing for greatest durability 
and maximum riding comfort. 


@ Non-Static properties for 
improved radio reception. 


@ Patented Dunlop tread with 
thousands of ‘teeth’ to bite the 
road. 

@ Deep-pattern tread giving 
non-skid efficiency right to the 











@ Compounds which provide end. 
highest resistance to abrasion @ Silent running throughout 
and wear. 






tf THEY'RE FIRST IN SAFETY AND LONG LIFE 


¥ Ml Wel They cosT wo more! 








PROVINCIAL BANK OF IRELAND LIMITED 


Established 1825 





DUBLIN 
Chief Office: 5 College Street 


11S BRANCHES AND SUB-BRANCHES 


Banking Business of all Kinds Transacted 
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THE 
MUNSTER & LEINSTER 
BANK LIMITED 











CAPITAL SUBSCRIBED~ - - - - - £1,875,900 
CAPITAL PAID-UP_ - - - - - - £750,000 
RESERVE FUND - - - - - - £1,150,009 
DEPOSITS, etc., at 3lst Dec., 1951 : - - £62,346,000 
HEAD OFFICE - - . SOUTH MALL, CORK 


The Munster é Leinster 
Bank Ltd. 

















The Bank has over 200 Branches and Sub-Branches throughout Ireland 


BANKING SERVICES OF ALL DESCRIPTIONS ARE AVAILABLE FOR’ THE 
PUBLIC 


CURRENT ACCOUNTS OPENED ON USUAL TERMS. 
DEPOSITS RECEIVED AT INTEREST. 


THRIFT SAVINGS ACCOUNTS. THE SMALLEST SUMS MAY BE DEPOSITED. 
INTEREST ALLOWED. HOME SAFES ISSUED. 


FOREIGN EXCHANGE BUSINESS TRANSACTED. 

INCOME TAX CLAIMS PREPARED AND INCOME TAX RECOVERED. 
EXECUTORSHIPS AND TRUSTEESHIPS UNDERTAKEN. 

VALUABLES RECEIVED FOR SAFE KEEPING. 























THE ROYAL BANK OF IRELAND LIMITED 


ESTABLISHED 1836 


Complete Banking Service 


SPECIAL DEPARTMENTS FOR 


EXECUTORSHIPS ee TRUSTEESHIPS 
INCOME TAX CLAIMS e FOREIGN 
EXCHANGE BUSINESS 


Private Safes may be Rented at College Green Branch, 
Dublin 


Head Office: FOSTER PLACE, DUBLIN 
London Agents: Midland Bank, Limited 
































The CHASE NATIONAL BANK 


OF THE CITY OF NEW YORK 
(incorporated with Limited Liability under the Lows of the U. S. A.) 
wort omDE BANKING ) 


py 


Through the Chase Banking organisation, with its broad contacts 
throughout the United States, Anglo-American trade will find both increased access 
to American markets and important facilities to expedite its transactions. 




















The Chase Banking Organisation has Branches in: 
HAVANA, MARIANAO, SAN JUAN, P.R., SANTURCE, PANAMA, COLON, DAVID, CRISTOBAL, 
BALBOA, FRANKFURT/MAIN, HEIDELBERG, STUTTGART, TOKYO, OSAKA. 


Special Representatives in Mexico, D.F., Buenos Aires, Rome, Cairo and Bombay. 
The Chase Bank, Paris, 41 Rue Cambon. 
Correspondents throughout the world 


Main London Branch: 6 Lombard Street, E.C.3 
Bush House Branch: Aldwych, W.C.2 West End Branch: 51 Berkeley Square, W.1 


The Chase National Executors & Trustees Corporation Limited, 6 Lombard Street, E.C. 3. 














PITMAN BOOKS 
* 




















The Aeeounts of Exeeutors. 
Administrators and Trustees 


With a Summary of the Law in so far as it relates 
to the Accounts 
By W. B. Phillips, revised by V. S. Hockley. 
date Tenth Edition. 10/- 
. « « gives all the essential information in relation 
to the duties of an executor, the law governing the 
subject. and the way in which the accounts should 
be kept.’’—The Accountant 


Up-to- 


sé 


Studies in Practical Banking 


By R. W. Jones. A Third Edition of this well-known 
book, containing the Gilbart Lectures for 1932-1935. 


15/- net 
- - Much more readable than the average book 
on similar subjects.""—The Dark Horse 


Law of Banking 


By Lord Chorley. Third Edition. 18/- net 
*‘ This is i most useful and comprehensive book on 
the law of banking.’-—The Natproban 


Practical Braneh Banking 
By A. Forrester Fergus. Second Edition. 15/- net 
** The author has succeeded in combining theory and 


practice in a manner which should render his work 
of the maximum use.’’——The Natproban 


SIR ISAAC PITMAN & SONS, LTD. 
PARKER STREET, KINGSWAY, LONDON, wW.C.2 
















e Imperial 


LEICESTER 


IMPERIAL TYPEWRITER COMPANY LTD 











STOMERS SOMETHING 


= 


= 


GIVE YOUR CU 






WORTH 
PUTTING 
THEIR 
SAVINGS 
INTO— 


b 22D5, 2-5 . 
43° " ve mba. :  } ne 
Sueiule 210802 2 a 
SAVINGS 248 


Bans ; 






ee 





















The P.P.J]. Home Safe 


P.P.J. book-banks serve a double purpose. They actively 
encourage saving and with your name and address em- 
bossed on the smart, leather-cloth cover, they are an 
excellent advertising medium. 

Strong and solid, with a slot for coins and a circular 
aperture for notes, P.P.J. book-banks are serving leading 
Banks, Building Societies and Insurance Companies all 
over the world. 


Please write to us to-day and we will gladly send you 
samples and prices of the P.P.}. book-type Home Safe. 


PEARSON -PAGE-JEWSBURY CO., LTD 
(Dept. M) Westwood Works, Birmingham, 6 








some metaphors, thoroughly mixed . . . 


With a flourish of trumpets the Imperial ** Good 


Companion ”’ has emerged from the chrysalis and taken on a new 


lease of life. It will be instantly seen by 
those with their ears to the ground that 
the Imperial people have surpassed 
themselves by taking a firm stand and 
leaving the others far behind. 
They must have been working like 
beavers with their noses to 

the grindstone to have produced 
such a beautifully efficient 
portable, for the ** Good 
Companion ”’ is all that a portable 
should be even if this telling- 
about-it is all that it shouldn't be. 
Which only goes to show what 

an overdose of enthusiasm will do. 
Pricesfrom 5, £22.10.0 
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FACTS ABOUT AUSTRALIA 








Over 


2,000,000 


bales of wool exported yearly 


) Australia is the world’s largest wool exporter and is 
one of the chief primary producing countries of the 
world. Her secondary industries are growing in import- 
ance and are well represented in her exports. The Bank 
of New South Wales welcomes enquiries about trade 
and business opportunities and the establishment 


of new enterprises in Australia and New Zealand. 


BANK OF 
NEW SOUTH WALES 


ESTABLISHED 1/1817. HEAD OFFICE: SYDNEY, AUSTRALIA 
London Offices: 29 Threadneedle Street, E.C.2, and 47 Berkeley Square, W.| 


(INCORPORATED IN NEW SOUTH WALES WITH LIMITED LIABILITY) 
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reduced prices 





These substantial reductions apply to all standard 


colours from Ist June 1952 





5ft 80 watt reduced by Yi, | 6 








4fit 40 watt reduced by Yr, | 4 





Smaller sizes also reduced 








* The prices of general 
lighting service lamps and 
other types of Osram lamps 


have been increased from ist June 


Full details on application 


Announcement of The General Electric Co Ltd 
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MARTINS BANK 


LIMITED 
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seit Chairman: A. HAROLD BIBBY, D.S.O., D.L. 

a | : Deputy Chairmen: 

ze +L. ROBERT VERE BUXTON, D.S.O. 

| oe T. H. NAYLOR 

re = Chief General Manager - - C.J. VERITY 

LE soe. “ite 

Lis Capital Paid Up and Reserve- - - £9,020,917 
| Deposits, etc. - -,- = = = £314,392,869 

Total Assets (as at 3Ist Dec., 1951): - £347,336,244 
Office London District Office: 68, Lombard Street, London, E.C. 


3 
Manchester District Office: 43, Spring Gardens, Manchester, 2 
Midland District Office: 98, Colmore Row, Birmingham, 3 
N.E. District Office: 22, Grey St., Newcastle upon Tyne, 1 
Leeds District Office: 28-30, Park Row, Leeds, 1 


HEAD OFFICE: WATER STREET, LIVERPOOL, 2 








BANK MANAGERS 
AT SEA? 








‘* How can my legacy best benefit 
sailors ?”’ ask your clients. Should 
you find, understandably, that 
the number, variety and equal 
worthiness of marine societies 
leave you a little bewildered, gfe, Sea 
remember King George’s Fund for Sailors. This central fund for 
over 120 marine societies is always informed of their needs, 

and dispenses grants accordingly. Your clients can rest assured 
that it will put their bequests to the best possible 

use for the benefit of a// ranks and ratings in al/ sea services, or in 
accordance with their special desires. 


King George’s Fund for Sailors 
|, Chesham Street, London, S.W.1. 
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—advice on exchange 


control regulations and 
on methods of payment— 
these are among the 
many services which are 
available to exporters 


who consult the 


MIDLAND BANK 


OVER 2,100 BRANCHES 
TO SERVE YOU 

















IT BEGAN WITH 
THE CRUSADES 


We take some pride in our long history but the 
business in which we are engaged is older than 
we are. Eastern banking began in the 12th 
century when the Knights Templar, protecting the 
lines of communication which sustained the 
Crusades, devised a mechanism for exchanging 
currencies and transferring goods between 
Western Europe and the Asian Continent. This 
primitive but highly efficient banking service 
made possible a rapid expansion of the trade 
between the Eastern and Western worlds—a 
traffic which has been fittingly described as the 
foundation of all commerce. 

Nowadays travellers along the Asian trade routes 
and merchants and manufacturers engaged i 

the Eastern trade entrust their banking 
transactions to :— 


THE CHARTERED BANK OF INDIA, 
AUSTRALIA AND CHINA 
(Incorporated by Royal Charter, 1853) 

Head Office: 38 Bishopsgate, London, E.C.2. 
West End (London) Branch: 

28 Charles II Street, London, S.W.1. 
Manchester Branch: 52 Mosley Street, Manchester,2. 
Liverpool Branch: 27 Derby House, Liverpool, 2. 
New York Agency: 65 Broadway, New York, 6. 


Branches of the Bank, under British manage- 

ment directed from London, are established at 

most centres of commercial importance through- 

out Southern and South-Eastern Asia and 
the Far East. 
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A Bank Manager 
writes : 


Dear Sirs, 

A customer, Miss .. ., is willing 
to send her subscription to the 
Church Army under a Deed of 
Covenant. If you would send me 
the form, I will get her to sign it. 


Yours faithfully, 
Manager. 


The Church Army, 
55, Bryanston Street, W.1. 





Would other Bank Executives help this 








The Bank of N. T. Butterfield widespread and ever necessary work in this 
and Son, Ltd. or in other ways? 
All icati hould b dd d 
| a c R M U D A Rev. |: “a tan Chief Power can The 


Church Army, 55, Bryanston Street. London, W.!. 
Established 1858 


Complete Commercial Banking and Trustee z. 
Department services <HURCH ARM 
Correspondents of principal English and FIGHT THE Bier GOOD FIGHT 
kK Tent the Reap cooe rien 


Scottish Banks 


_ 























Roya BANK OF 7 SCOTLAND 


INCORPORATED BY ROYAL CHARTER 1727 
HEAD OFFICE: ST. ANDREW SQUARE - EDINBURGH 


During the two hundred years of its history, Associated Banks : 
the Bank has maintained a tradition of the 
personal touch, and is to-day exceptionally GLYN, MILLS & CO. 
well equipped to provide its customers with a WILLIAMS DEACON’S BANK LTD. 
Banking service which is adaptable, individual 
and complete. THE 


BRANCHES THROUGHOUT SCOTLAND AND ALSO IN LONDON 


TOTAL ASSETS £166,583,788  \ws 





NATIONAL BANK OF EGYPT 


(Incorporated in Egypt. Liability of Members is Limited.) 


HEAD OFFICE: CAIRO 


Commercial Register No. 1 Cairo 


FULLY PAID CAPITAL - - £E.3,000,000 
RESERVE FUND - ~ - £LE.3,000,000 


London Office : 
6 and 7 KING WILLIAM STREET, ELA 


Branches in all the Principal Towns 


EGYPT and the SUDAN 
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A corner of Head Office, Spring Gardens, Manchester 


DISTRICT BANK LIMITED 
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The man 
who broke 
a CHATWOOD 
SAFE! 





pent 
Ves 


ALFRED ALMOND is no_ ordinary | defending the £10,000 behind its thick 
safe breaker. He is a_ banker’s walls ; it was finally opened after 
engineer of forty-four years’ standing | six days’ continuous, arduous labour 
— forty-four years with Chatwood. 
The safe is no ordinary safe. It is 
one which withstood probably the 
most violent attack by explosive 
ever attempted, in a Glasgow branch 
of The Commercial Bank of Scotland. 
For fourteen days after the explosion | more passed{the final test, and saved 
the safe remained stubbornly closed, £10,000. 


CHATWOOD 


THE CHATWOOD SAFE & ENGINEERING COMPANY LTD * SHREWSBURY * ENGLAND 


by this Chatwood expert at 
Chatwood’s own works, in the pre- 
sence of the Bank’s own Staff Engineer. 
Chatwood construction and 


Chatwood anti-explosive locks once 
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THE 


BANKER 


THE BANKER 
IS PUBLISHED BY 
THE BANKER LIMITED 


Edstortal and Advertisement Offices: 


22 RYDER STREET, ST. JAMES’S 
LONDON, S.W.1. 
Publishing Office : 
72 COLEMAN STREET, 
LONDON, E.C.2. 


Telephone : Monarch 8833 
Telegrams : Bankroy, Ave, London 
Cables : Bankroy, London 


* 


THE SUBSCRIPTION RATES POS' 
FREE TO ANY PART OF THE 
WORLD ARE :— 

TWELVE MONTHS....... {1 10 Oo 
GEE MONTAG vssccsesccsca: I5 oO 


* 


THE EDITOR WILL BE GLAD 
TO RECEIVE MS. ARTICLES. 
THOUGH EVERY CARE WILL BE 
TAKEN, HE CANNOT HOLD 
HIMSELF RESPONSIBLE FOR 
ARTICLES SENT HIM 


e 


THE BANKER 1s published on 
the First Day of the month 


July, 1952 
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THE OLDEST INSURANCE 
OFFICE IN THE WORLD 


1S prepared to undertake all 


the duties usually entrusted to 


EXECUTORS and TRUSTEES 


at reasonable rates. 
Booklet on application to: 
Head Office: 63 Threadneedle Street, E.C.2 


Branches in all important Towns. 





















































BARCLAYS BANK LIMITED 


The 


BARCLAYS BANK (DOMINION 


COLONIAL AND OVERSEAS) 


‘Barclays 





Group Bf urs eave vay 


BARCLAYS BANA 
(FRANCE) LIMITED 


of Banks 





THE BRITISH LINEN BANK 


Other Associated Companies : 
Barclays Trust Company of Canada 
Barclays Overseas Development Corporation Limited 
Barclays Bank Haecutor 


and Trustee Company (Channel Islands) Limited 





This organisation, with correspondents through- 
out the world, is able to otter to those concerned 
with trade or travel abroad all the services a 





modern Bank can perform for its customers. 
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MIR. A. H. ENSOR 


(Chief General Manager of Lloyds Bank, who last May became President of the 
Institute of Bankers) 








THE CASE OF THE FLYING PAY CLERK 























ON R.A.F. STATIONS a new 
streamlined machine is speed- 
ing the work of the accounting 
sections. ... 
































Was his machine jet-propelled too ? 


AY DAY in Royal Air Force estab- 
lishments produces its own special 
problems. The great numbers of personnel 
to be paid, differing from man to man 
in rank, entitlements, allowances and 
deductions, makes speed in the accounts 
sections absolutely essential. The fact that 
personnel are liable to move from one 
station to another is just one more diffi- 
culty to be faced. 
During World War II, the vast increase 
in man-power threw a heavy burden on 
accounting sections. Pay Clerks were 
hard-pressed to keep up with the 
amount of checking necessary, and 
individual airmen found, sometimes, 
that their full pay details lagged behind 
their postings from unit to unit, 


Anxious to ease this situation, the 
R.A.F. consulted machine accounting 


specialists of Burroughs Adding Machine 
Limited. 

In association with officers of the Air 
Ministry, Burroughs studied the problem, 
and it was decided to instal Electric 


Adding-Subtracting Machines to speed 
up the work. 
Result? Using these Burroughs machines, 
accounting sections can check, quickly 
and smoothly, the exact financial status 
of the airmen they deal with. The new 
system makes it possible to supply each 
airman with a simple copy of his account 
every four months, and, since duplicates 
of the figure information obtained are 
used as transfer documents, there are no 
delays in the dispatch of pay details. 
WHAT ABOUT YOU? If your business 
could benefit from faster figuring, call in 
Burroughs. They can offer advice on all 
the latest systems, for Burroughs make the 
world’s broadest line of modern record- 
keeping machines: Adding, Calculating, 
Accounting, Billing and _ Statistical 
Machines and Microfilm Equipment. 
Call Burroughs today. Sales and Service 
offices in principal cities round the world. 
Burroughs Adding Machine Limited, 
Avon House, 356-366 Oxford Street, 
London, W.1. 


For expert advice in any field of business figures 


cat IN Burroughs 
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A Banker’s Diary 





THE virtual, though possibly temporary, staunching of the gold drain has been 
regarded with a very quizzical caution by both the gilt-edged and the foreign 
exchange markets in the past month. The big institutional 

Cause investors show no sign of being coaxed into purchases but con- 

for tinue to add to their accumulated liquid balances ; small private 
Caution investors have not repeated the minor flurry of buying that gave 
the market a misleading semblance of transient strength between 
mid-March and early May; and some industrial companies have been offloading 
securities on to the thin and vulnerable markets in order to secure finance that 
they cannot now raise from the banks. The authorities clearly provided some 
cushion against early sales of the £22 millions tranche of 34 per cent. Coal 
Stock, 1977-80, issued to former colliery owners in mid-June, but, even so, 
34 per cent. War Loan fell from 74} to 73} in the week following Mr. Butler’s 
statement about the gold reserves on June 12. By June 24 it stood at 73, 
and the Financial Times index of industrial ordinary shares stood at 
103.1, compared with 104.7 on budget day and 112.7 on June 12. The fall 
throughout the greater part of the past month has, in fact, been both steady 
and persistent, and flat yields exceeding 4# per cent. can now be obtained on 
some of the optionally redeemable stocks, although 23 per cent. Consols 
returns only a fraction over 44 per cent. Necessarily, the decline has 
aggravated the worries of the banks in drawing up their balance sheets for a 
half year in which some short-dated stocks have actually fallen more sharply 
than they did in the whole of 1951. 

On the London foreign exchange market spot sterling strengthened slightly, 
from $2.78} to $2.783, in the four days following Mr. Butler’s statement, but 
two days later it was bumping down against the support rate of $2.78 again; 
by June 24 it stood at $2.783. It is, of course, an over-simplification to suppose 
that when spot sterling stands below its parity of $2.80 against the dollar, 
Britain is necessarily losing dollars, and vice versa; many transactions affecting 
the level of the dollar reserve (such as American economic aid and gold pur- 
chases from South Africa on the one hand, and transfers to E.P.U. and pay- 
ments for Government imports from the dollar area on the other) are not 
settled through the foreign exchange market. But the recent weakness of the 
sterling rate does suggest that foreigners are not anxious to cover any bear 
positions against sterling that they are still allowed to hold. The reasons for 
the recent weakness. of both the gilt-edged and the foreign exchange markets 
are, in fact, the reasons for continuing concern about the future of the balance 
of payments of Britain and the overseas sterling area; these are examined in 
the leading article in this issue and in an important statistical analysis of the 
overseas’ sterling area’s position by Mr. A. R. Conan on page 12. Inevitably, 
this leads again to the question of whether the authorities may not find it 
advisable to rectify the situation by a bold initiative in exchange policy—a 
freeing of the sterling rate accompanied by a dash for convertibility. THE 
BANKER’S analysis of the pros and cons of such a policy in its last issue has 

















2 | THE BANKER 





attracted wide attention; and on page 18 three contributors of widely differing 
political and economic views retort to the arguments then set down. 


THE most impressive demonstration yet of the force of the new monetary 
policy in restraining credit for non-governmental purposes was given by the 
clearing banks’ statement for May in conjunction with the 
Cutting latest quarterly analysis, made for that month, of all bank 
Down Bank advances in Great Britain. Our usual extended comparison 
Advances _ of these analyses will be found in “‘ Banking Statistics ”’ at 
the end of this issue, together with our new series of tables 
showing the long-term movements of deposits and asset-distribution of the 
clearing banks. It will be seen from these tables, and from the summary 
herewith, that the clearing banks’ advances total dropped in May by no less 
than {62 millions—a movement that was at first presumed to be almost 
wholly due to repayments of electricity advances from the proceeds of the 
B.E.A. loan, {60 millions of which had been paid up by the date of the make-up. 
But, since the quarterly classification shows that advances to the public 
utilities group fell by only £30 millions in the quarter (and since new advances 
made before the B.E.A. loan were probably not very substantial), it is apparent 
that not all banks had secured the full benefit of repayments by the make-up 
date. It seems evident, therefore, that advances to all other borrowers were 
appreciably reduced during the month. 

Over the three months, taking the figures for all British banks, advances 
to borrowers other than the utilities fell by £23 millions—a remarkable move- 
ment for a period of strong seasonal.demand. In the similar months of 1951 
they rose by {66 millions, though in that period, of course, credit demands 
were being strongly influenced by the financing of high-priced commodity 
imports, whereas recently the downswing of prices has been reducing the need 
for finance. The quarter’s net reduction in advances to the private sector, 
easily the biggest reduction since the war, has been achieved in spite of an 
increase in advances to the expanding engineering and iron and steel industries 
(which absorbed an additional £35 millions in the six months to May, £14 
millions of this in the last three months) and in spite of rather unexpected 
increases during the quarter to two other big groups—food, drink and tobacco 
(up by £17 millions seasonally, but raising the total to £40 millions above 
May, 1951) and “ other financial ’’ (up by £6 millions, after a sharp fall in the 
previous quarter). Fourteen categories out of the twenty-five showed declines, 
but the signs of banking restraint seem most clearly visible in seven of them— 
agriculture (up much less than seasonally), retail trade, building contractors 
and “‘ unclassifiable ’’ industry (small declines contrasting with seasonal needs), 
wool and “ other ”’ textiles (together down by £10 millions, obviously partly 
because of lower prices, but despite pressure of stocks)—and, of course, the 
personal and professional group, upon which the credit screw has imposed the 
record contraction of {18.8 millions, bringing the decline since last August to 
{27 millions. 

The decline in advances does not, moreover, mark the limit of the contrac- 
tion of bank credit to the private sector that has occurred since the new 
monetary policy was launched. As we noted last month, there has simul- 
taneously been a very violent decline in the clearing banks’ financing of com- 
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mercial bills. Their portfolios contracted by no less than £85 millions between 
February and May, £31 millions of this movement having occurred in the 
latest month. At £102 millions, the total portfolio was then £50 millions 
below its level of November, when complete figures were first published. The 
fall in commodity prices has, of course, played a very big part here, probably 
a bigger one than the direct effects of rising discount rates and of specific 
restrictions on credits; an additional influence that has lately begun to show 
itself in the drawings is the cutting of imports by Australia and other overseas 
countries. 


It might have been hoped that the steepness of this two-fold contraction in 
finance extended to the private sector of the economy would have found a 
clear counterpart in the total volume of credit. But, in 
— And fact, a large part of the effect has been neutralized by the 
Financing the provision of additional banking finance for the central 
Government Government. During May, despite the £93 millions con- 
traction in bank advances and portfolios of commercial 
bills, net bank deposits dropped by only £18.8 millions. Since bank investments 
dropped by a further £1.8 millions, the presumption is that some £73 millions 
of additional credit was absorbed, directly or indirectly, for Governmental 
purposes. The direct borrowings were, in fact, even larger than this; the 
continued growth in the outstanding volume of tender bills was reflected in 
an expansion of clearing bank portfolios by £84 millions in May, following an 
increase of {72 millions in April. 


May, Change on 
1952 Month Year 
{m. £m. {m. 
Deposits wie as - on 5902.8 — 91.0 — 246.0 
‘Net ’’ Deposits * ca ia 5690.6 — 18.8 —~ I51.5 
° ° Yo ; 
Liguid Assets... ~ ‘en v TO44-I (32.9) +- 49.0 — 356.6 
Cash ee x - ‘a 490.6 (8.37) — 10.2 —- 12.9 
Call Money ass ne ~ 517.7 (8.8) + 6.2 —- 53.1 
a i vs S . . S & m2 & 
Treasury Bills - ig 3 $33.9 (14.1) + 84.0 . ied 
Other Bills a a 101.9 (1.7) — 31.0 f 
Treasury Deposit Receipts .. ai —-- — — 269.0 
Investments plus Advances .. a 3822.9 (64.8) — 64.1 + 474.5 
Investments... a4 me 1932.3 (32-7) — 1.8 +- 376.7 
Advances ‘a <2 a 1890.6 (32.0) — 62.3 + 97.8 


* After deducting items in course of collection. + Ratio of assets to published deposits. 


The accelerated rise in the tender issue has been caused in part by the 
swing of the Treasury's domestic account into deficit (accentuated by reduced 
borrowings on Tax Reserve Certificates), but a further big factor has been the 
need to convert internally-held tap bills into “ active ’’ borrowings to enable 
the ‘‘ departments ”’ to finance the calls on their big take-up of B.E.A. stock. 
To some extent, therefore, the Government borrowings will not in the end 
expand the volume of credit, since the B.E.A. moneys are largely bespoken 
for repayment of bank advances; but this operation has the effect of enabling 
the banks to exchange “risk ’”’ assets for liquid ones, thus accentuating the 
easing of the liquidity pattern that results from the Treasury’s seasonal needs. 
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As expected, the liquidity ratio improved sharply in May, rising from its low 
point of 31.6 per cent. to 32.9 per cent., notwithstanding the steep fall in 
commercial bills and some contraction in call money. 


Mr. MENzIEs’ visit to London last month yielded certain concessions in the 
matter of Australia’s import cuts from Britain. There was no disposition, 
however, on the part of the authorities in this country to 
Australia’s suggest to Mr. Menzies that these cuts be countermanded or 
Import drastically altered. When the Commonwealth Finance 
Restrictions Ministers promised last January that their respective coun- 
tries should strive to achieve equilibrium in their balance of 
payments before the end of the year, it was generally realized that Australia 
would have to cut imports from its most important supplier, the United 
Kingdom. To ask for a retreat from those import cuts at present in order to 
ease the pressure on the adversely affected exporters in Britain would be 
tantamount to asking fora complete reversal of the policy adopted at the London 
meeting. No proposal for extending loans or credits from Britain to Australia 
in order to make possible an easing of the cuts can therefore have been seriously 
contemplated. Mr. Menzies did, however, make certain important and welcome 
promises regarding the application of the existing import regulations. In 
particular, he went more than half-way to meet genuine British complaints 
regarding the protection that these import cuts have given to certain Australian 
importers in evading contracts. In certain cases where prices have moved 
against buyers, the importers have attempted to dishonour the contracts by 
using the import cuts as a pretext. It has now been laid down that no importer 
in Australia will be allowed to use the new import licences for goods affected 
by the import cuts until his pre-March 8 orders have been fulfilled. This 
should make it impossible for any importer in Australia to use the import cuts 
merely to repudiate contracts he now deems it unprofitable to take up. Mr. 
Menzies has also promised that on his return to Australia he will review the 
administration of the import regulations so as to meet cases of special hardship. 
The new credit resources that Mr. Menzies has not had thrust upon him in 
London, he expects to find in much more desirable form in the United States. 
The International Bank for Reconstruction and Development is believed to 
be preparing a loan of $150 millions for Australia, the proceeds of which will 
be used to finance the next stages of the immigration and economic develop- 
ment programme in that country. 


THE major difficulties that remained in the way of an extension of the European 
Payments Union beyond June 30 yielded quickly to the high pressure treatment 
to which they were subjected just before last month’s meeting 

E.P.U. of the Ministerial Council of the Organization for European 
Renewed Economic Co-operation. The first of these difficulties was the 
strengthening of the gold and dollar reserves of E.P.U. All 

hopes of achieving this objective by way of additional gold or dollar contribu- 
tions from the United States had had to be abandoned some time ago. It was, 
however, necessary to strengthen these reserves if E.P.U. in its extended 
form was to be viable and command the confidence of all its members, and 
particularly of the creditors. The reinforcement of the reserves is to be 
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achieved by members themselves, and in two ways. In the first place, there is 
to be an amendment of the sliding scale according to which debtors pay gold 
as they use their quotas. Under the old scale, no gold payment was due on 
the first 20 per cent. of the quota. Under the new scale, deficits will be met 
without gold payment up to only the first Io per cent. of the quota; while on 
the second 10 per cent. the gold payment will amount to 20 per cent. There- 
after, the changes will involve a steepening in the scale of gold payments in 
the early part of the quota and a corresponding reduction in the later stages 
of the quota, leaving the overall ratio of credit to gold at the same figures of 
60 : 40. The new scale will apply retrospectively to the position of all debtors 
as they appear in the July settlement, which is due to be completed in mid- 
August. This will call for additional gold payments by all countries whose 
cumulative deficits le within the first 60 per cent. of their quotas. This 
amended scale will also help the E.P.U. position when debtor countries that 
are in the upper reaches of their quotas become creditors again. In that 
event they will recoup gold in the first instance at a lower rate than would 
have been the case under the previous sliding scale. The scale of gold payments 
for creditors remains unchanged, 1.e. credits are “ gold-free ’’ for the first 20 
per cent., and thereafter are settled as to 50 per cent. in gold. The gold reserve 
will also be strengthened by a guarantee fund of $100 millions that has been 
set up by member countries. These guarantees will become operative when, 
and to the extent that, the gold and dollar assets of the Union fall below $100 
millions. In that event, gold payments will be required from members in 
proportion to their quotas—first from the creditors and then from the debtors 
—to the extent needed to make up the deficiency. As reinforced by these two 
devices, the gold and dollar reserves of E.P.U. should be adequate to sustain 
the maximum withdrawals to which they could conceivably be subjected. 
This particular part of the E.P.U. problem has thus been satisfactorily solved 
—and, fortunately, without direct assistance from the United States. 


THE next difficulty to be overcome in ensuring the prolongation of E.P.U. was 
the peculiar position of Belgium as a chronic creditor that had accumulated 
with E.P.U. a credit balance of $223 millions in excess of the 

Settling |= amount it was due to extend under its quota. Measures had 
Belgium’s _ to be taken to deal with this excess, and at the same time to 
Credits provide for the likelihood that further surpluses would accrue 

to Belgium over the ensuing twelve months. This latter 

problem was solved by an undertaking on the part of Belgium to finance any 
further surplus, up to a maximum of $250 millions over the year to June 30, 
1953, in the same way as that applicable to normal creditors when in the higher 
reaches of their quotas—that is to say, the additional surplus would be paid 
for as to one-half in gold and one-half in credit extended by Belgium to E.P.U. 
This seemingly generous offer on the part of Belgium was, however, made 
conditional on an even more generous treatment accorded to Belgium in the 
matter of the existing credit excess of $223 millions. Ofthis figure, $43 millions 
is being absorbed by an increase of $86 millions in Belgium’s normal quota of 
$330 millions. One-half of this increase is being treated as discharged by gold 
already received by Belgium under previous arrangements for meeting sur- 
pluses in excess of its quota. The other half can be booked as part of the 
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additional quota credit that Belgium thus agrees to grant E.P.U. and therefore 
disappears from the “‘ excess ’’ to be specially settled. A further $80 mullions 
of the excess credit is discharged by an outright payment of gold of that amount 
which is to be made by E.P.U. to Belgium at the beginning of July. A further 
$50 millions is to be redeemed by the supply of arms to Belgium by the two 
main debtors, Britain, whose deliveries are intended to amount to $25-30 
millions, and France, which has agreed to provide about $20 millions of defence 
materials. This leaves a final balance of $50 millions, which is to be funded, 
and paid to Belgium by E.P.U. in five annual instalments beginning next 
year. These instalments will be paid through the normal E.P.U. machinery, 
and in accordance with Belgium’s position at the time the payments are due. 

Belgium has succeeded in making an arrangement with the International 
Monetary Fund for converting this $50 millions into cash if it so desires; 
under a special agreement (which runs initially for six months but can be 
renewed for five years) it is to be allowed to purchase up to $50 millions of 
currencies from the Fund on a revolving basis. Belgium’s purchase of these 
currencies will be made in accordance with the normal I.M.F. procedure, 
and if the $50 millions is withdrawn in dollars it will be regarded as part of 
the Belgian gold subscription to the Fund (which amounted to $56 millions 
all told). If Belgium needs foreign exchange beyond the $50 millions in the 
months to come, the Fund has stated that it will give sympathetic con- 
sideration to further applications, provided they are consistent with the 
provisions of the Fund’s agreement. There should be no real difficulty in 
linking the repayments of the annuities by E.P.U. to the repayment of what- 
ever currencies Belgium may be able to purchase from the I.M.F. 


THE first of the Queen’s Birthday Honours Lists adds lustre and gives well- 
deserved recognition to the City of London. Among the most notable of 
these awards is that of a knighthood to Mr. F. Cecil Ellerton, 
City deputy chairman of Barclays Bank, who recently completed two 
Honours notable years as President of the Institute of Bankers. Sir Cecil, 
as he will be known, symbolizes most of the virtues of the modern 
banker. His apprenticeship has been arduous and has hardly missed a single 
rung of the ladder. He has brought to his position as deputy chairman of 
Barclays Bank a wide experience and expert knowledge of foreign banking. 
His wise counsel and advice is sought not merely by customers of his bank, 
but by the highest authorities in the land. He will certainly grace the Knights 
Bachelor, of which he has become a member. Another well-known City name 
raised to the knighthood is that of Mr. Bernhard Heymann Binder, a past 
president of the Institute of Chartered Accountants, and a director of many 
companies. Mr. John Musker, chairman of Cater Brightwen and Co. and the 
chief pilot of that firm in its meteoric rise in the discount market, has also 
been honoured with a knighthood, bestowed on him for “ political and public 
services In London’. A familiar and friendly name that appears among the 
new Commanders of the Order of the British Empire is that of Mr. Lawrence 
Henry Seccombe, Chairman of Messrs. Seccombe, Marshall and Campion. The 
‘“ hidden hand ” may have lost some of its former benevolence, but if only for 
past mercies it fully deserves this recognition. . 
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than {10 millions in the two-and-a-half months to June II, was as good 

news aS anybody could have expected. It is true that the Chancellor’s 
statement was made the day before another £17 millions of gold had to be 
transferred to the European Payments Union (in respect of the sterling area’s 
deficit with Europe in May), and that it covered a period in which between 
£35 and £40 millions of economic aid was received from the United States. 
Nevertheless, the March and April transfers of gold to E.P.U.—amounting 
to some £34 millions in all—did fall in the period covered by the Chan- 
cellor's statement. This suggests, at first sight, that the sterling area’s direct 
bilateral deficit with the dollar area must have been narrowed to about £5 to 
f6 millions a month since the Budget, compared with between {60 and {80 
millions a month just before it. If so, this is no mean achievement. 

Unfortunately, any research beyond the bare figures of the movement in 
the gold reserve suggests that the air is still heavy with ominous portent. On 
the same day as the Chancellor made his announcement about the gold reserve, 
Britain’s trade returns for May were published. These showed some improve- 
ment on the experience in April, particularly on trade with North America, but 
they also implied that Britain is still running an overall deficit at a rate of 
between £250 and £300 millions a year. Analysis of the trade returns of the 
Dominions suggests that the overseas sterling area is running an even heavier 
deficit. In an important article on page 12 of this issue, Mr. A. R. Conan 
estimates that, even if the import restrictions already announced are made 
fully effective, the overseas sterling area seems to be heading for an external 
deficit of about £500 millions in 1952. 

Two questions immediately spring to mind. First, how are these estimates, 
if they are right, reconcilable with the gold movement in April and May ? 
The gold figures suggest that the whole sterling area has been running a deficit 
with Europe and the dollar area, on capital and current account combined, of 
between £20 and £30 millions in each of the last three months ; the trade 
returns, allowing for the continuation of some British surplus with the overseas 
sterling countries, suggest that Britain’s own current deficit with these two 
areas is likely to have been in excess of this figure. Secondly, how are these 
estimates, again assuming that they are right, reconcilable with the sterling 
area's announced intention to return to overall equilibrium in the second half 
of this year ? 

The answer to the first question may, of course, be that the estimates 
derived from the trade returns are not right. It is possible—but not very prob- 
able—that Britain’s net invisible receipts may be bounding ahead of the level 
that the Economic Survey assumed; the fall in tramp freight rates, since it 
has been accompanied by a reasonable firmness of liner rates, may actually 
have had a favourable impact on the net shipping earnings of this country. 
Again, the poor showing made by those Dominion trade returns that are 
available may be offset by a better showing in those that are not—and, in any 
case, not many Dominion trade returns have yet been published for May. 
But it seems unlikely that the whole key to the mystery can lie in happy hidden 
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the reserves must lie in capital receipts of a non-recurring nature, particularly, 
of course, as a result of the covering of foreign credits following the Bank of 
England’s recent directive against re-financing operations. 

In a few days time the usual announcement of the end-quarter level of the 
gold reserves will be made ; it is reported at the moment of writing that receipts 
of American economic aid have continued to be heavy in June, and that the 
absolute level of the reserves may, therefore, have risen in the last three weeks 
of the month. If so, it is important that the Chancellor should reveal how far the 
reserves have been bolstered in the last quarter by non-recurring receipts. 
On the answer to that question the future of sterling may depend. 

If capital movements and other once-for-all influences do prove to have 
played a large part in last quarter’s good results, then it seems quite clear that 
stern measures will have to be taken if the programme laid down at the January 
meeting of Commonwealth Finance Ministers 1s to be fulfilled. The objective 
prescribed for Britain at that conference, as since amended at the time of the 
Budget, was the achievement of balance with the non-dollar world in the second 
half of 1952 (after taking account of American aid)—together, presumably, 
with the continuation of some customary surplus with the overseas sterling 
area. Ihe May trade returns did not indicate that any very startling progress 
was being made towards that goal. The reason usually given for this is that the 
import cuts (of last March, January, and even last November) have not yet 
become fully effective. There were a large number of prior commitments to be 
worked through, special tenderness had to be shown to France, and importers 
are believed to have used up a large proportion of their quotas in the first few 
months of the year. Presumably, therefore, if balance is to be achieved, the 
flow of goods into this country in the second half of the year is going to have to 
be cut back to an annual rate some {£300 millions lower than the rate at which 
they have been coming in during the past six months. In this case the purchas- 
ing power that would have been at hand to chase these goods must be prevented 
from chasing other goods instead—and particularly, of course, from chasing 
export goods that have been axed out of sterling area markets but that now 
need to be diverted to non-sterling area countries (if necessary at a lower 
price). The implications for monetary policy are obvious. It is partly because 
of ruminations of this sort—as well as because of discussion of the possibility of 
freeing the sterling rate—that the gilt-edged market has recently been looking 
back over its shoulder at the level of Bank rate. 

For the overseas sterling area an even sterner task ought to lie ahead. 
Any examination of the action taken by the overseas sterling countries since 
the January conference reveals wide differences of approach. This applies to 
the speed and vigour with which the remedial measures then outlined have 
been applied as well as to the emphasis placed on the suggested lines of attack. 
Part of the explanation for the slowness off the mark of some of these countries 
may be found in the fact that the several Finance Ministers found it easier to 
accept the obligation to take a bold line when they were seated round the 
conference table in London than they did when they returned to face political 
opposition at home. But an important secondary explanation is that it was not 
until well after the end of the London talks that many of them realized how 
far their own balances of payments had been weakened by the decline in world 
commodity prices, and consequently how far they would have to go to eliminate 
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their individual deficits by the second half of this year. There are good reasons 
for believing, for instance, that Sir Arthur Fadden, the Australian Treasurer 
and the Federal Government’s representative at the Commonwealth talks, had 
still failed, when he came to London, to grasp the immensity of the payments 
disaster that had engulfed Australia. Otherwise Australia’s subsequent actions 
would surely not have come as such a shock to the British authorities, and 
there would have been less need for the Australian Premier, Mr. Menzies, to 
undertake a special journey to London to discuss economic problems raised by 
the present dislocation of Anglo-Australian trade. Again, the New Zealand 
Government took a good deal of trouble to explain (mistakenly) that the 
import cuts it imposed after the London conference were not required in the 
interests of buttressing the Dominion’s own payments position, but were made 
solely as a contribution to the solution of the sterling area's crisis ; while the 
Pakistan Finance Minister declared in February that his Government did not 
need to take any new steps at all. 

The Commonwealth conference laid down four main lines of attack on the 
sterling problem—import cuts, a drive to expand exports, the financing of 
some development programmes by long-term borrowing outside the sterling 
area, and the tightening of internal anti-inflation measures (with tighter credit 
control taking pride of place). It is partly because many overseas sterling 
area countries were slow to recognize how energetically and speedily they would 
have to work that most of the emphasis in policy adjustments up to now has 
been on the first of these proposals. Almost all the members of the area have 
now made some cuts in their purchases from abroad, in the belief that this 
is the quickest—even though not the surest—way to get results. Australia, 
faced with the threat of complete exhaustion of its external reserves (despite 
their inflation by a five-year-long capital inflow) led the way with cuts of 
50 per cent. below the level of imports in the year to June 30, 1951. Its cuts 
have had to be so drastic that they have fallen more heavily on sterling than 
on non-sterling goods; since dollar imports were already restricted to articles 
of a more or less essential character, they are being required to bear a cut of 
the more modest order of 20 per cent. South Africa, for its part, has announced 
a general cut in imports of 15 per cent., to yield a saving of {60-70 millions ; 
neither sterling nor non-sterling area goods are singled out for special attention, 
but the Union’s payments system is so devised that the brunt of the cuts will 
fall on the supplying countries whose prices are highest or whose delivery 
dates (and this unhappily very much applies to Britain) are longest. New 
Zealand, having explained that it started its economic re-adjustment a year ago 
and was accordingly not now under the necessity to apply stringent restrictions, 
confined its adjustments to the review of all outstanding import licences 
for dollar goods, together with a cut-back in motor car imports (applied to 
sterling as well as non-sterling products) and a cut in importers’ exchange 
allocations by 20 per cent. below the 1950 level. But its Government has since 
realized that the deterioration in its payments position may be more serious 
than was at first thought ; and it may have to enforce new restrictions to fulfil 
its recent promise to convert the overall deficit of £20 millions that it is likely to 
show for the year to June 30, 1952, into a overall surplus of the same order in 
the year to June 30, 1953. 

The sterling area countries in South-East Asia started off at a much slower 
pace than the rest. It is clear that they at first considered that their payments 
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were sufficiently favourable to make import cuts unnecessary. But the Indian 
Government, confronted with the fact that its growing external deficit had 
reduced sterling balances by no less than {62 millions in the first four months 
of the vear, has now—nearly six months after the end of the London con- 
ference—carried out a fairly extensive pruning of imports from non-sterling 
countries. Similarly, Pakistan’s balance of payments, described by its 
Finance Minister after his return from the London conference as being so 
satisfactory that the Dominion was not called upon to make any policy changes, 
has recently deteriorated—to such an extent indeed that the Dominion 
Government is said to be seriously considering devaluation of the Pakistan 
rupee and/or a programme of import cuts. In other sterling area countries, 
including the colonies or dependencies that are directly or indirectly under the 
influence of Whitehall, the import pruning has, on the whole, been of a fairly 
moderate order. Most of these territories have continued to show surpluses 
in their external payments despite the fall in the prices of many of their prin- 
cipal exports. Their cuts have therefore been confined almost exclusively to 
non-sterling goods. Southern Rhodesia has brought within the scope of import 
control all goods originating outside the sterling area, Northern Rhodesia has 
prohibited the import of motor vehicles from dollar and E.P.U. countries, 
Fast Africa has limited non-sterling imports to the 1951 level, while Malaya has 
made general cuts in imports from all sources except the sterling area and 
certain neighbouring territories. 

Two of the remaining three lines of attack on the sterling problem laid down 
at the London conference—borrowing outside the sterling area for financing 
long-term investment projects and a drive to expand export earnings—are 
courses that necessarily take some time to pursue. It is not surprising, therefore, 
that there has been relatively little news of them. Pakistan has secured and 
India seems on the point of securing dollar loans from the International 
Bank for Reconstruction and Development, but the requests for these loans 
were already in the hands of the bank before the London conference. The 
Australian application to the World Bank for another $150 millions to finance 
its five-year development programme is under discussion. Projects for 
expanding exports have been swamped by the fact that most of the sterling 
area countries have recently been hard put to it to maintain their earnings at 
their pre-January level in face of the world trade recession—except that a 
number of countries, including India and Ceylon, have now removed export 
duties that were holding up the sale of their commodity production. 

All these, however, are stop-gap measures—and not necessarily sufficiently 
vigorous ones at that. The most disappointing feature of the sterling area 
scene since January has been the slow progress of measures to cut back internal 
purchasing power to match the import cuts that have already been made—or 
that very soon will have to be made if equilibrium is to be attained. There is a 
grave danger that the policy of import cuts will merely serve as a shield behind 
which local and uneconomic secondary industries may soon begin to thrive, 
and to draw resources away from vital export industries. So far India, though 
slow to adjust its import policies to check the growth of the payments gap, has 
been one of the few sterling area countries to pursue a commendably vigorous 
monetary policy. Besides raising Bank rate and cutting food subsidies to 
produce a Budget surplus, the Indian authorities have partially suspended 
their previous open market operations—and they have not allowed the 
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political resistance generated by the effects of this austere policy to stay their 
hand. South Africa has also raised its Bank rate to keep it in harmony with 
that of the United Kingdom, and, by adjusting the official pegs for open market 
operations, has exerted an upward pressure on interest rates all along the line. 

Both the Australian and the New Zealand Governments, however, have 
shown considerable reluctance to tighten their control over credit conditions 
and, particularly, to use the rate of interest as an instrument of control. New 
Zealand has continued to rely on the selective credit policy introduced at the 
end of last year. New Zealand trading banks are required to examine all 
accounts exceeding £10,000 and to supply the Reserve Bank with particulars 
where customers are leaning too heavily on bank accommodation in proportion 
to their capital structures ; the same criterion is being applied to applications 
for new advances, but there is little reason to suppose that it is sufficient to 
cause any real credit squee:... Australia has also gone no further down the 
road of credit control since the Commonwealth conference : in fact, it has 
recently eased some of the restraints imposed in 1951, though the general 
directive then given to the banks to “ reduce the dependence of industry and 
agriculture on bank finance *’ remains in force. Moreover, the Australian Loan 
Council has sanctioned a capital development programme that the Federal 
Government has frankly stated to be in excess of the country’s present capacity. 
The Southern Rhodesia Government has, somewhat vaguely, called upon 
commercial banks to make a “ rigorous scrutiny ”’ of all applications for bank 
loans. In the dependent territories and in some self-governing sterling area 
countries such as Pakistan and Ceylon, however, there has been a marked dis- 
inclination to interfere in any way with local development programmes. 

The broad conclusion that emerges from this survey is that the overseas 
sterling area countries have done less than was expected of them at the time of 
the Finance Ministers’ conference—except only in their wielding of the clumsy 
weapon of import controls. At the same time their terms of trade have prob- 
ably deteriorated at a rather more rapid pace than could have been foreseen in 
January. In these circumstances the apparent staunching of the gold drain 
since March is a pleasant, and puzzling, surprise. It may be that part of the 
explanation lies in a natural reaction from last year’s spending spree. Last 
autumn and winter, when sterling area merchants were importing heavily for 
stock, the underlying trend of the gold reserves probably looked worse than it 
really was ; now, when they are beginning to run down stocks again, the trend 
may look better than it really is. It may be, too, that a revival of North 
American buying (of which there has been some sign in the past two months) 
is about to come to the sterling area’s rescue ; in this case it is the more urgent 
to lay in gold reserves against the day when America slumps. 

At best, the sterling area, by its present policies, is frittering away a for- 
tunate breathing space. At worst, it is mistaking fora breathing space the brief 
aftermath of a convulsive inward gulp. Whether the present state of what 
Mr. Churchill has called “‘ equipoise ”’ is a consequence of a continuing recovery 
or of non-recurrent capital gains, it is vitally important that it should be utilised 
for a radical overhaul of the policies that have led the sterling system to the 
brink of disaster three times in five years. Equipoise, whatever it may mean, is 
clearly a state a good deal more wobbly than true equilibrium, and, as Mr. 
Churchill himself pointed out, the Commonwealth is only equipoised “ on a 
trapdoor ”’ 
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The Overseas Sterling Area’s Deficit 


in 1951 and 1952 
By A. R. Conan 


AST year the overseas sterling area ran an external deficit of about £100 

millions, compared with a surplus of about {200 millions in 1950. This 

year, unless the remedial measures already announced are singularly 
effective, there is a danger that it may relapse further, into a deficit of as 
much as #500 millions. This is the bleak prospect that emerges from an analysis 
of the individual countries’ trade returns: and of the present trend of their 
export prices. Although this assessment of the outlook for 1952 can only 
be very tentative, the relevant figures deserve close scrutiny. 

The available balance of payments statistics for these countries last year 
are summarized in Table I below, which shows the constituents of the overseas 
sterling area’s abrupt transition from surplus to deficit between 1950 and 1951. 
The biggest change was in Australia, where the deficit for 1951 was approxi- 
mately £150 millions, but South Africa—which, like Australia, had been 
broadly in equilibrium in 1950—also showed an adverse balance of over £100 
millions last year. Two of the smaller members, Ireland and Southern 
Rhodesia, between them accounted for another deficit of more than {100 
millions. India, which in 1950 had a surplus of nearly £50 millions, was in 
deficit by over £50 millions in 1951, although Pakistan’s balance fortunately 
improved. New Zealand, Ceylon and the Colonies remained in surplus in 
1951 at about the preceding year's level, but only in the case of the Colonies 
was this surplus (at about {240 millions) very large. 

Two main factors contributed to last year’s relapse. The first was a general 
increase in the volume of imports without a corresponding increase in the 
volume of exports. This was perhaps most marked in Australia, where in the 
later months of the year import volume was some 30 per cent. higher than a 
year earlier; in addition, both India and Southern Rhodesia showed increases 
in the year of nearly 25 per cent. Although index numbers are not available 
for South Africa or New Zealand, the facts in both cases also point to a sharp 
rise In import volume; in the Union the quota for imported consumer goods 
in 1951 was 50 per cent. higher than in the preceding year, while in New Zealand 
licensing restrictions on soft-currency imports were for the most part dis- 
continued after 1950. This widespread increase in import volume was mainly 
a backlog of the prosperity experienced in 1950: in that year high export 
prices simultaneously expanded national incomes and enabled import restric- 
tions to be relaxed, and the effects of this did not become fully apparent 
until 1951. 

The second main factor behind last year’s relapse into deficit was the fall 
incommodity prices. Most of these overseas sterling area countries are narrowly 
dependent on exports of a few staple products. Wool accounts for over 50 
per cent. of all exports from Australia, over 40 per cent. of exports from New 
Zealand and about 30 per cent. of those from South Africa. Raw jute and 
cotton together account for about 80 per cent. of Pakistan’s exports, and jute 
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and cotton manufactures make up about one-half of total exports from India. 
In Ceylon tea and rubber account for about three-quarters of total exports, and 
in certain Colonies the dependence on individual commodities is even more 
marked: rubber accounted for over 60 per cent. of exports from Malaya in 
1950-51, cocoa for 70 per cent. of exports from the Gold Coast and copper for 
8o per cent. of those from Northern Rhodesia. 

This characteristic trade structure explains why the balance of payments 
of the overseas sterling area tends to react so swiftly to changes 1n the inter- 
national prices of primary products; and last year the changes were almost 
all downwards. Following the upswing in the second half of 1950 and the 
early months of 1951, prices for wool fell by more than 50 per cent. before the 
end of 1951. For raw jute the fall from the spring-time peak was some 40 per 
cent., for hessian it was nearly as great and for Pakistan cotton it was more 
than 30 per cent.; similarly, rubber prices fell by about 40 per cent. and tin 
by 30 per cent. In some cases, it 1s true, there were stabilizing factors: the 

TABLE I 
CURRENT BALANCE OF OVERSEAS STERLING AREA * 
(4 millions) 


1951 Volume of Trade 
Ee 1950 = 100 
1950 Jan.-June July-Dec. Year kK xports Imports 

\ustralia vi “a ‘2 2 100 - 243 — 143 96§ 1 30§ 

New Zealand os 7 + 17 - 51 — 32 + 19 | n.a. n.a. 

South Africa wa = 3 — 45 65 110 | n.a. n.a. 
Southern Rhodesia .. ich —- 20 n.a. n.a. —- 49 QI 123 
India fT doa $4 .. + 46 + 621 — 75 —- 54 93 123 
Pakistan fT .. - din —- 16 + 50 1 - 39 n.a. n.a. 
Ceylon aa eo “a - & 9 } Q | Lor 112 
Ireland 2 - i — 36 n.a. n.a. - 70 | Q9 105 
Colonies : ea o% es + 200 + 200 - 40 + 240 n.a. n.a. 
wane ghtues hiotes | —_ inn 

308ml 4. — + 200 n.a. n.a. — 100 n.a. n.a. 

n.a. = not available. 


* Excluding foreign members of the system. 
+ Excluding Indo-Pakistan transactions except for Pakistan in July-December, 1951, and 
(to a corresponding extent) in total for 1951. 

; Visible trade only (figures rounded). Invisible items are in the aggregate relatively small. 

§ Figures (estimated) for July-December. 
fall in export prices was less abrupt in New Zealand than in Australia, because 
long-term contracts for meat and dairy produce (which account for 40-50 per 
cent. of New Zealand's exports) effectively prevent any large and sudden 
change in the prices of these commodities. Much the same is true of South 
Africa, where receipts from gold, which accounts for about one-third of all 
visible exports, do not ordinarily alter very much from year to year. But 
these instances are exceptional, and Table II shows, for those countries that 
publish export price indices, how heavy the general deterioration was. 

For most of these countries the pendulum swung round in the middle of 
the year. In the first half of 1951, when prices were still rising, a large external 
surplus was achieved in Australia and New Zealand as well as in Pakistan and 
the Colonies; even in this period, however, Ireland and Southern Rhodesia, 
where export prices rose relatively little (together with South Africa, where 
the gold price—outside the premium markets—remained stable) were adversely 
affected by rising import prices. Later, when the prices of primary products 
fell, nearly every country was precipitated into external deficit. 
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It is the outturn in the second half of 1951 that is relevant in considering 
the prospects for 1952; and it should be borne in mind that for some major 
commodities (notably wool, rubber, jute and sisal) a further fall in prices has 
been recorded this year. Although the increase in import volume shown by 
most of these countries last year suggests that there was a good deal of scope 
for the import restrictions that have been imposed since January, it is clear 


TABLE II 
INDEX NUMBERS OF EXPORT PRICES 

March June Sept. Dec. 

Australia - - 1950 : 411 450 599 643 
1951 : 860 535 445 451 

New Zealand .. ‘ht 1950 : 324 332 402 512 
IQ51 : 632 390 375 397 

India .. - “a 1950 : LO7 I14 [12 [11 
1951 : 127 192 75 174 

Ceylon .. - ss 1950 : 424 390 482 534 
1951: 607 531 525 473 


Base periods: For Australia, 1936-39; New Zealand, 1909-13; India, 1948-49; 

Ceylon, 1934-38. 
that the success of policies designed to right their balances of payments must 
depend, at least in part, on the behaviour of export prices. As the market 
for primary products has continued weak, the prospects for 1952 as a whole 
are not auspicious. It is against this background that recent developments 
and the prospective outturn for 1952 in the main countries concerned must 
now be summarized. 


Australia and New Zealand 


The magnitude of the problem facing Australia can be seen from the fact 
that export income from rural produce for the year 1951-52 1s expected to 
be some 40 per cent. less than in 1950-51. The adverse balance on visible 
trade for the eleven months since last July has been no less than £A 380 
millions and the current deficit for the whole fiscal year (to June) seems likely 
to be £A 450-500 millions. As, however, about £A 300 millions of this sum 
was in respect of the period July-December, 1951, the deficit for January- 
June, 1952, may be about {A 150-200 millions (say, £150 millions sterling). 
The outlook for the second half of the calendar year cannot be accurately 
estimated at present, but if there is no further reduction in export income 
and if, as is intended, imports are cut back to about 50 per cent. of the 
corresponding figures for last year, an approximate equilibrium may be 
attained. The Federal Treasurer has recently stated that such a balance 
should be achieved some time before the end of 1952. 

The problem of regaining balance in New Zealand is perhaps less serious. 
Nevertheless, there was a large deficit in the latter part of last year, and, owing 
mainly to the fall in wool prices, external receipts in 1952 are likely to be £40 
millions, or 15 per cent., less than in 1951. Dollar imports are being further 
restricted and while no general licensing of sterling or European imports has 
been imposed, exchange allocations to importers have been limited to 80 per 
cent. of the 1950 level. In the period January-April, which normally shows a 
balance of payments surplus, there was a deficit of £10 millions, and the 
Governor of the Reserve Bank has recently estimated that for 1952 as a whole 
there is likely to be a deficit of about {20 millions. It is expected, however, 
that there will be a small surplus with the non-sterling world. 
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South Africa and Southern Rhodesia 

Since South Africa’s balance was adversely affected in 1951 by rising 
prices as wellas by an increase in the quantum of imports, a fall in international 
price levels should afford some relief to the Union this year. But receipts from 
gold may be cut by the decline in the price on the premium markets and 
receipts from merchandise exports will certainly be much smaller than in 1951; 
wool exports alone may fall by some £30 millions. Under present plans imports 
are to be reduced by about £70 millions; the level of imports of consumer 
goods is to be 45 per cent. of the 1948 figure (compared with 60 per cent. in 
1951) while manufacturers are to be granted quotas for raw materials based 
on 75 per cent. of the 1951 allotment. On this basis, there should be an 
appreciable improvement compared with last year, with perhaps an overall 
deficit of the order of £70 millions. But it may well be more: the trade figures 
for the first four months of this year show no signs of improvement in the 
visible balance—in fact they show a marked deterioration. Although South 
Africa is not a member of the dollar pool, the size of its dollar deficit limits 
the amount of gold that can be sold to the central reserves and the size of 
its deficit with non-sterling and non-dollar countries indirectly affects the net 
contribution that it makes to these reserves 

Southern Rhodesia was affected by rising import prices in 1951 in much 
the same way as the Union, although its deficit of almost £50 millions (nearly 
all with sterling countries) was also due, in large measure, to an increase in 
import volume combined with some fall in export volume. Southern Rhodesia 
has now decided to cut imports and stimulate exports, and is aiming at a 
reduction of about {12 millions in its adverse balance of merchandise trade 
during the current year; a record crop for its main export, tobacco (which 
has been selling at little below last year’s prices), should help in this respect. 
But even with some savings on invisible imports, this would still leave the 
deficit on current account as high as £30 millions. 


India, Pakistan and Ceylon 

The three members of the “rupee area’ are all exporters of products 
whose prices rose sharply in 1950 and early 1951 and have fallen heavily since. 
In India, the largest member of the group, the outlook for 1952 is particularly 
unsatisfactory. On the basis of prices ruling at the end of 1951, it has been 
officially estimated that the deficit for the fiscal year 1952-53 (April-March) is 
likely to be as much as {150 millions; since the formulation of this estimate, 
the terms of trade have deteriorated further and the fall of £62 millions in 
sterling balances for January-April, 1952, suggests that an even larger deficit 
is likely in the current calendar year. The gravity of the situation has now 
been recognized, although so far no extensive measures have been taken to 
restrict imports. It must be remembered that a high proportion of India’s 
imports consists of essential foodstuffs and raw materials (such as cotton and 
jute); so that the scope for import cuts is relatively limited; but as stocks of 
some staple commodities are reported to be high, there may be less pressure 
to import in the second half of the year. 

The outlook in Pakistan is perhaps less serious in absolute magnitude, but 
it is grave enough. The recession in export prices in the second half of 1951 
extinguished Pakistan’s former surplus on current account; the further fall 
in jute and cotton early in 1952 may have put the country heavily in deficit 
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and drastic import cuts are now said to be under consideration. Since the 
terms of trade are less favourable than in 1950, the deficit this year may approxt!- 
mate to the {20-30 millions originally forecast in the Colombo Plan; this 
would be approximately in line with the results recorded in the latter part 
of I95I. 

Ceylon is in much the same situation as the other members of the rupee 
area, and has a special problem because of the heavy fall in the price of rubber 
and the continuing uncertainty about the future of that commodity. With 
exports down and imports up, figures for the first four months of 1952 show 
an import surplus of {2 millions (against an export surplus of £14 millions in 
the same period of 1951). On present trends it seems unlikely that there can 
be a favourable balance for the year: on the basis of the original forecast set 
out in the Colombo Plan, it seems possible that a deficit of approximately {10 
millions may be incurred. 

The summation of these three estimates suggests that the rupee area may 
be in deficit with the external world to the extent of some £200 millions in 
1952, compared with approximate equilibrium in 1951. 


Ireland 

The Irish Republic's deficit in 1951 was mainly attributable to an unfavour- 
able movement in the terms of trade.* <A reversal of this trend is already 
apparent and some relief may be expected during the current year. Moreover, 
the effects of a deflationary budget are to be supplemented by other measures 
(mostly unspecified as yet) aimed at reducing imports; it is not, however, 
intended to utilize physical controls for this purpose. The import surplus on 
visible trade for the first five months of 1952 was considerably less than in the 
same period of 1951; if this improvement is maintained and if (as is expected) 
the tourist season is satisfactory, the overall deficit for the year may be reduced 
to about £50 millions. Even at this figure it must still be regarded as high, 
relative to Ireland’s ranking in the sterling system. The greater part of 
Ireland's deficit last year was with non-sterling countries. 


The Colonial Territories 

The Colonies were the only sector of the overseas sterling area that ran a 
large surplus in 1951; they even maintained some surplus (though a much 
reduced one) in the second half of the year. Moreover, the reduction of the 
surplus in the second half of 1951 was not due, to any significant extent, to 
an increase in imports; the major factor was a fall of £160 millions in receipts 
from exports. Table III shows the payments experience of the different 
regions, and makes it clear that the trade of Malaya is of crucial importance 
for the whole sterling area. This one territory contributed a surplus of over 
£150 millions last year (of which £37 millions was in the period July-December). 
The prospect for Malaya’s balance of payments in 1952 depends primarily on 
the price of rubber, which, so far this year, has been about 30 per cent. below 





* The Irish Republic’s balance of payments prospect is more fully discussed in an article 
by Mr. Edward Thornton in THE BANKER’s special Irish Economic Survey on page 42 of this 
issue. It will be noted that Mr. Thornton assesses Ireland's deficit in both 1950 and 1951 at 
some £6 to £8 millions less than does Mr. Conan. The discrepancy seems to be due to the fact 
that Mr. Thornton has included, but Mr. Conan has excluded, the debatable ‘‘ balance unaccounted 
for ’’ that is a feature of Irish balance of payments statistics. 
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that ruling in the latter part of 1951. Malaya’s trade figures for 1952 to date 
reflect this inauspicious trend, and its surplus for January-April, 1952, was 
under £3 millions. 

[It is not easy to determine the probable outturn for the Colonies’ balance 
of payments in 1952 as a whole. The Economic Survey (published in April) 
forecast that if the price of rubber and other important Colonial products did 


TABLE III 
BALANCE OF TRADE OF THE COLONIES IN. 1951 


(4 millions) 


Jan.-June July-Dec. Total 

West Atrica es vt we . 73 t 74 
East Africa - in in ec - TI - 2 + Q 
Malaya .. - wi él we + 17 + 37 + 154 
West Indies - a i - 3 12 - 05 
Other Territories ed ¥5 - ; II - If + 22 
35 tT 244 


Total a - vr 1 200 


not fall further, the Colonies should remain in overall surplus, though at a 
much lower level than in 1951. But rubber and sisal prices have fallen heavily 
since then, and, even allowing for some restriction of imports by Colonial 
Governments, the forecast overall surplus is unlikely to be realized if the 
Malayan surplus disappears. It seems possible that this sector of the sterling 
area, so material a factor for the system as a whole, may again, as in 1949, 
relapse into deficit; even on a more favourable view no more than an approxi- 
mate equivalence of imports and exports should be expected. 


CONCLUSION 
The estimates given in the preceding paragraphs are aggregated in Table IV. 
They present a dismal picture. No doubt if the total deficit of the overseas 
sterling area is of the order of £500 millions suggested here, some of it will 


TABLE IV 
ESTIMATED DEFICITS FOR 1952 


(4 millions) 


[O51 1Q52 
Actual Estimate 

Australia... os ‘a ‘a da ha — 143 2 - 150 
New Zealand _ ea ws 5 7 IQ — 20 
South Africa as - a 4s = - ILO —- 70 
Southern Rhodesia - a - ia - 49 —- 30 
India 7 ~ - it a - - 54 — 150 
Pakistan .. ‘3 “a sia ° 2a 39 —- 20 
Ceylon = ia i 2 a - Q —- 10 
Ireland we ~<A a “i oi ms —- 70 — 50 
Colonies... és - ja au ae 240 - 


Total ca _ ow ‘a - ~ 100 — 500 


be covered by an inflow of non-sterling capital. No doubt, too, the results for 
the latter part of 1952 should be better than those for the year as a whole. 
Even allowing for these factors, however, the estimates are a measure of how 
much remains to be done before the overseas sector of the sterling area 
regains viability, and they imply that it will not be easy to do it. 
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SHOULD STERLING BE FREED? 


Wide interest has bezn aroused by THE BANKER’S survey last month of the case 
for and against an early dash for sterling convertibility accompanied by a freeing of 
the sterling exchange rate. Since our object was to stimulate thought on this vital 
problem, we mainly confined ourselves to an analysis of the pros and cons, and 
deliberately refrained from drawing firm conclusions. Our most important interim 
conclusions were, on the one hand, that the sterling rate ought not to be freed unless 
all *‘ current’ sterling is made convertible, and, on the other hand, that sterling 
probably cannot be made convertible in the early future unless the rate is freed. 

These and other arguments have provoked vigorous retorts from many divergent 
points of view; and we are glad to provide in this issue a forum for the presentation 
of the three most clearly distinguishable and strongly contrasted among them. Mr. 
David Keswick, a director of the famous merchant banking house of Samuel Montagu 
and Co., Ltd., puts the case of those who dislike control even more than they fear 
exchange instability; Myr. Oscar Hobson, City Editor of the ‘ News Chronicle’, 
puts the ‘* sound money ”’ case for fixed parities at all costs; and Dr. Thomas Balogh, 
well-known left-wing economist and Fellow of Balliol College, Oxford, puts the case 
of those who oppose both convertibility and rate flexibility because they regard exchange 
control and discriminatory trade policies as integral parts of the planned system 
that they claim to be required in the interests of ‘* maximum utilization of resources ’’. 


—ED. 
Unshackle Sterling ! 
By David Keswick 


HE article ‘‘ Should Sterling be Freed ? ”’ in the last issue of THE BANKER 

has done a welcome job to clear the air in the matter of foreign exchange 

policy and has done much to debunk the mystery that has shrouded the 
position of sterling. This mystery engenders fear and incomprehension. The 
layman is apt to think of sterling as something outside his ken, controlled and 
directed by obscure pundits in the Treasuries and central banks, whose inten- 
tions he can never hope to understand. It is high time that he recognized it 
for what it is: Sterling is the classic international medium of exchange; and 
in this context a medium may be regarded as the indispensable lubricant that 
makes possible the functioning of the financial machine that has been built 
up since the industrial revolution. The centre and driving force of that machine 
is the City of London, and without its oil, freely flowing, the machine must 
seize up—as it has seized up. Since Bretton Woods the Treasuries and the 
bureaucrats of this world have been bursting themselves and their respective 
economies in trying to find substitutes for the sterling system. Bretton Woods 
was one such attempt. It merely created the vacuum in which we have 
continued to bombilate for the past six years. 

Can we not, then, instead pour some oil into the machine again—or, to drop 
the metaphor, can we not have sterling again as a free international medium 
of exchange ? I shall try to set out the principal reasons why such a course 
is necessary, indeed imperative; but first let us get the bogy of 1947 out of 
the way. This abortive effort to restore sterling’s convertibility was the 
classic example of putting the cart—indeed the whole baggage train—in front 
of the horse. It proved nothing against convertibility except that you cannot 
in the post-war world have convertibility simultaneously with a fixed and 
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fictitious rate of exchange. To those who feared for the pound, to the specu- 
lator and to those who had a healthy dislike of controlled and hitherto partially 
blocked currencies, the restoration of convertibility at a fixed rate seemed a 
one-way option in their favour—almost an open invitation to get out of sterling. 
[In a system containing such intolerable stresses, something had to give way, 
and, of course, it was convertibility that went. The fixed pound stayed (until 
it was jolted to another fixity two years later), and we shall never know what 
would have happened if convertibility had been retained in 1947 and the 
pound allowed to find its real level. 

Now we should try again by a different route. We should start by freeing 
the pound from its chains of control, should make it freely convertible—at a 
rate. Here are some of the reasons why we should do so. 

First, paradoxical as it may seem, control of the pound weakens and does 
not strengthen sterling. Every controlled, inconvertible pound has always, 
and will always have, a cluster of lesser pounds around and below it. The ten- 
dency of this system of control is always to drag the pound down. At no fore- 
seeable future can it be thought that sterling will be repegged at a higher than 
the present rate against the dollar. The traders, merchants and bankers of 
the world, therefore, assess the discounts on the several pounds according to 
the various uses to which they can be put. The most desirable pound will be 
nearest to the controlled pound but never above it. 

Secondly, the more theoretical and impractical the controllers and planners 
(and, of course, the more they are wedded to planning as such), the less they 
seem to appreciate the tremendous psychological advantage of having a 
desirable medium of exchange. The main hope that pervaded all discussions 
at the International Credit Conference in Rome last year was the rehabilitation 
of London as the financial centre of the world with its exchange machinery 
functioning smoothly again. This hope is entertained in most of the world 
to-day. Nobody wants a blocked currency, but traders must trade, so they 
seek the most desirable substitute. To-day that is transferable sterling, which 
at least has some of the attributes of the oil the machinery needs. 

If sterling were allowed to perform its proper functions, it would overnight 
become desirable again; and there is very good reason to believe that, far 
from being weak, it would surprise the pessimists with its now latent strength, 
would surprise all those who fail to realize that, if it were free, the traders of 
the world would want to buy it, hold it, keep it—at the right rate. 

Thirdly, the financial machinery of.the City of London is only stuttering 
along without its lubricant. It could do much more and earn much more. 
I do not know how the banking and finance industry of London compares in 
numbers with the coal mining or the textile industries. It is certainly large, 
and it must be amongst the biggest potential export industries of the country. 
The know-how and experience of London are exportable commodities. The 
commissions and facilities of the London market are all convertible into gain. 
There are a thousand and one ways in which the financial structure can be 
turned to profitable use, but only if London is again the centre of international 
trade and it cannot be that unless its exchange is free. As a nation, we are con- 
tinually hectored and exhorted to export more, but one of the greatest export 
trades—and one that is perhaps unique and without serious competitor—is 


frustrated. Its hands are tied and it is compelled to watch its machinery 
rusting up. 
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Fourthly, if proof were needed that the trading world is really longing for 
an international currency, one has only to watch the progress of transferable 
sterling—the most desirable of the sterlings and the nearest to a free exchange. 
If you have the good fortune not to be born a citizen of this realm, if you 
trade in Amsterdam, Paris, Zurich or Milan, you can have transferable sterling 
and it is convertible. You can buy from your British friends and sell at a 
price with which they cannot compete, and can then end up with a packet of 
dollars. This is a farcical situation. Its results can only be detrimental to 
this country. Would it not be better to take our heads out of the sand? If 
sterling is convertible at $2.60, should we not strike off the shackles of $2.80 
and let it be convertible—honestly and openly—at whatever the real rate 
should be ? Convertibility works both ways. There will be plenty of buyers 
of free sterling at the right rate. 

Fifthly, the problem of what the real rate should be is hedged about with 
fear. The pessimists do not want the pound free, lest it should fall. Would 
it matter so much if it did fall temporarily ? And, in any case, why should it ? 
Let us take the most vigorous of sterlings—the transferable variety. If in 
1949 the pound had been pegged at $2.90 instead of $2.80, transferable to-day 
would probably be $2.70, not $2.60. The rate for convertible sterling will 
always depend on its demand and supply arising from international trade. If 
experience with transferable sterling is a guide, that rate should go up and 
not down. There is, too, a technical point that is often overlooked. There is 
undoubtedly a large bear position open against sterling. It will remain as 
long as control lasts, because control and a fixed parity provide a one-way 
option. Bears, according to their courage or their whim, take their positions 
over a long period of time, but if and when sterling is again freely convertible, 
at a rate, they will all be on the doorstep at once seeking shelter (and profit), 
and this should form a very valuable cushion against any initial dip in the 
rate. If such a situation were exploited by a vigorous intervention by an 
equalization fund, the result might well be the establishment of sterling at a 
rate more commensurate with the services it can render. The 1949 peg might 
well be forgotten—and left behind. 

Finally, is it not high time we realized that an inconvertible and controlled 
pound means the end of our influence over world commodity prices ? There 
was a time when sterling prices dictated the true world price for most important 
commodities in international trade. Even when we went off the gold standard 
in 1931, it was the level of sterling prices that continued to make the running 
in the commodity markets of the world. Prices expressed in dollars, guilders, 
francs and other “ gold bloc’”’ currencies had to adjust themselves to our 
quotations. In those days, although the sterling rate fluctuated, our currency 
remained convertible, our great commodity markets were unimpaired. Look 
at the contrast to-day. When we devalued sterling from $4.03 to the new 
‘“ cockshy ”’ of $2.80, sterling prices had, for the most part, to adjust themselves 
to that depreciation. In many of our once great and dominant commodity 
markets, we now have to dance to the tune of New York; we have to incur 
the ignominy of accepting the dollar prices for these commodities and adjusting 
to them the prices we quote in this country. Shades of a former glory! That 
shading is largely due to the fact that sterling has ceased to be a convertible 
currency. If the shackles came off sterling, there would be a good chance of 


old glories returning. 
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Those who are opposed to the freeing of sterling by making it convertible 
at a fluctuating rate will confront us with their two favourite bogies. The 
first of these is “‘ the sterling balances’. If, however, it can be shown to be 
in the interest of all—and, more particularly, if the sterling area recognized the 
need to prevent its own disintegration—it should not be beyond the capacity of 
the powers-that-be to devise a solution, whether by funding or otherwise, 
that would make past sterling past, and free sterling the new sterling. 

The second bogy is “‘ the scanty reserves ’’—this is one the pessimists are 
particularly afraid to face up to. Surely the position is as simple as this: 
Under the present system, either the worst happens and our reserves continue 
to drain slowly away until there is little or nothing left, in which case sterling 
is beyond repair; or else things go well, the Chancellor of the Exchequer is 
proved right, and we toil for three or four years to replenish the reserves. Who 
is to say where sterling will be in three years’ time ? Even if things have gone 
well, can we be sure that, by the standards of recent policies, sterling will be 
regarded as strong enough to be made convertible even then? But, in any 
case, will things go well, if these policies and standards persist ? Personally, 
[ doubt whether we can go on without the invisible exports of British finance 
and merchanting that we need now this minute—or that we can afford, by 
long disuse and misuse of the free mechanism of international exchange, to 
make it more difficult, perhaps impossible, to set the pound upon its feet 
again. I would prefer to see it earn its way back to power now. I am sure it can. 








The Case for Fixity 
By Oscar R. Hobson 


REEDOM is one of the most alluring words in the language. Its Latin 
reauivatent, liberty, may suggest by such derivatives as libertine and 

libertarianism, a good that is not unqualified or capable of misuse, but 
freedom has no suspicion of a doubtful flavour about it. Freedom is all 
things to all men. ‘“‘ Freedom for sterling ’’, “Set the pound free’’, are 
almost irresistible phrases. They are “ selling lines’ in popular newspapers. 

That, one would have thought, ought to put the wary on their guard 
against them, and indeed, in its last issue, THE BANKER subjected them to a 
calm and dispassionate analysis, not hesitating to look the gift horse in the 
mouth, but, to my mind, donning faintly rose-coloured spectacles before 
doing so. 

THE BANKER began, very properly, by pointing out that in the present 
context the word “ free’ is ambiguous. It has two (and perhaps three) 
distinct meanings. It can imply, either, that the value of the pound measured 
in other currencies, or for that matter in gold—the exchange rates—should 
be allowed to move freely. Or it can mean that the people who own pounds 
shall be allowed greater freedom in using them—whether in spending them 
in buying things or in exchanging them into other currencies. 

It is absolutely essential in discussing the problem of sterling to keep 
these two concepts absolutely separate, since the word “‘ free’’ is being used 
in a radically different sense in each. 
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Money is a measure, and the main virtue of a measure lies in its being 
fixed or invariable. Freedom in the sense of variability is a bad attribute for 
any measure. It is just as bad, prima facie, in a currency as in a measure 
of weight or length or capacity. Whether money is to be used as a store of 
value or as a unit of account or as a medium of exchange, stability is the 
quintessence of its usefulness. 

[ make no apology for being elementary about this. It is vital in this 
matter to be clear about first principles, which nowadays are all too often 
submerged in a fog of extraneous concepts by which money appears as a 
weapon of national defence or attack, an engine of power politics, an instru- 
ment of political discrimination, and all kinds of other things that it was never 
intended to be. If some paper started a campaign to “ Free the cricket 
pitch ’’ there is not one person among the multitudes who flock to Lords or 
the Oval on a Saturday afternoon but would want to be clear whether this 
was an agitation for having a pitch of a different length than 22 yards or for 
having a different number of players in a match than 22. Yet because it ts 
a matter of the national money and not the national game it is quite easy 
for the great majority of people to remain in a perpetual state of confusion 
about the real question at issue. 

I am not saying that there are no circumstances in which the exchange 
value of a currency ought to be changed. I can imagine circumstances in 
which the length of a cricket pitch could with advantage be changed. It 
the average pace of bowling increased to that of a Larwood or a Trueman, 
there might be quite a case for lengthening the pitch from 22 yards to, say, 
22 metres! But even then it 1s difficult to believe that it would make for 
the lasting good of the game if the M.C.C. were free (the word will come back) 
by an act of official “intervention ”’ to alter the length of the pitch every 
time the weather changed ! 

[It is better to devalue the currency than to run the risk of revolution or 
serious social disorder. That was recognized by the Bretton Woods Con- 
ference of 1944, and provision for it was made in the constitution of the 
International Monetary Fund. What has happened since 1944 to render the 
principle of exchange stability (subject to variation in the event of funda- 
mental disequilibrium), then universally accepted, no longer desirable? Has 
the average pace of the economic bowling so devastatingly increased ? Or 
is it that the players—or some of them—are not ready to stand up to the 
bowling as they used to ? 

It has been said that Britain is now no longer on a gold standard, or a 
gold exchange standard, or a “‘ managed currency ’’, but on a “ wage rates 
standard’’. The implication is that Labour has the bit between its teeth and 
will insist on ever-rising money wages, in the face of the advice of the leaders 
of the Trade Union Movement—that it will never be able to absorb the 
elementary lesson that real earnings are more important than money ones. 
That being so, we must, it is argued, resign ourselves to perpetual wage- 
induced inflation and recurring devaluations of the currency, cost what it may. 

This, it seems to me, is a counsel of despair. We have experience of 
inflation and we know that besides being unjust it is inefficient. It means a 
lower standard of living than we need have, and I decline to believe that our 
people, with their native good sense, are going permanently to swallow a 
deception that does not even work. 
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Certainly no one outside these islands will. We are indeed so sure of that, 
that nobody now dare suggest a straightforward devaluation of sterling to a 
new fixed parity. If we are driven to it, so the current theory goes, we must 
set the pound “ free ” to move as the forces of supply and demand, influenced 
so far as may be by the manipulations of the Exchange Equalization Account, 
determine. 

This, in fact, is the main case for a “ free ’’ pound—that we dare not face 
the world with another act of depreciation, naked and unadorned. There is, 
of course, the rather specious argument that we must follow that course 
because until we tried we should not know what new parity to choose. We 
must discover the appropriate rate by a process of trial and error, a process 
of ‘* bracketing ”’ 

Unquestionably the fluctuating pound is a solution to our problem. It 
would cure the balance of payments trouble. It would cure it at a price— 
the kind of price paid by a man who decides to have his finger off to cure a 
chilblain. Clearly we must expect that, if “set free’’ in this sense, the 
pound would initially fall far below its ultimate equilibrium rate. The 
‘authorities '" would be powerless to prevent that happening, and would 
even have to help it to happen, in order that they might gather some hard 
currency reserves to form the powder and shot of their subsequent inter- 
ventions. The “cheap sterling” trouble would be cured by making all 
sterling preternaturally cheap, at least for a time. The prices of all com- 
modities imported from the hard currency areas and from all countries that 
did not choose to follow our lead would jump alarmingly. Our cost of living 
would shoot up. Wage demands would swell and multiply. 

True, after the initial period of extreme “ bearishness’’ and strain there 
would no doubt ensue a recovery. But would it last for long? Would 
there follow a period of sufficient stability to enable us to select and adopt a 
new exchange parity in the reasonable confidence that we could hold it ? 
[ must say that I very much doubt it. Once we recognize the “ wage rate 
standard ’’—and once we let go of the $2.80 parity, we should have gone far 
towards doing so—the dice will be loaded permanently against exchange 
stability. The will to resist forces and demands making for further depre- 
ciation will have been weakened. The pound will be in grave danger of going 
the way of the franc. The franc has depreciated almost steadily for a genera- 
tion because the French have never been able to face up to the need for 
paying taxes. The pound will go if we are unwilling to face another cardinal 
fact of economic life, namely, that a system of guaranteed full employment 
with wages rates unilaterally dictated by trades unions is an impossibility. 

But—and here we come to the second freedom—it is represented that the 
pull of a fluctuating pound can be made acceptable by coating it with the 

sugar of “ convertibility ’’. Exactly how widely the net is to be spread is 
not usually made clear—one can be quite sure that it would not include 
transfers of resident capital, but is it contemplated that al/ non-resident 
sterling should be incontinently freed? I very much doubt it, and unless 
the convertibility is universal an apparatus of control will have to remain 
and the whole benefit of freedom will not be reaped. That, however, is not 
the essential point. The essential point is that convertibility at a variable, 
as opposed to a fixed rate of exchange, is nine-tenths sham. What holders 
of sterling or any other currency used in international trade want is to be 
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confident that they can, if they wish, exchange it into other currencies at 
known rates. To be told that they may convert at rates fluctuating with the 
higgling of the market and the manipulations of the Exchange Equalization 
Account is a very poor imitation of the real article. Convertibility on those 
terms exists already. For a wide range of transferable and bilateral types of 
sterling there is practical if not formally recognized convertibility. There are 
many varieties of it that can be quite easily disposed of at a price in some 
black or grey market. It is often said that the variability of the rate does 
not matter provided there is a free forward market in which the risk of 
variation can be insured against or hedged. An active forward market is 
indeed a valuable accessory to an international exchange system, but it is 
quite wrong to say that it can be a substitute for fixed parities, since forward 
markets are all too prone to dry up, go “all one way ’’, just when they are 
most needed. 

There is no satisfactory substitute for fixed exchanges. Least of all is 
there a substitute in the case of a country such as Britain, the very breath 
of whose life is active participation in a freely flowing international trade. 
The unanchored pound would be another nail in the coffin of London as a 
world financial centre. Ex hypothesi it would mean the end of the European 
Payments Union. That might be no great loss were sterling strong and able 
to take its old place as the great clearing medium for world trade. As it 1s, 
a breakdown of E.P.U. would be a grave setback to the whole cause of European 
unity. It is difficult to believe that it would not seriously weaken the cohesion 
of the Sterling Area, some members of which are already not a little restive. 
Are the Dominions—is South Africa or Ceylon or Australia, which is des- 
perately anxious to attract American capital—going to be content to tie their 
currencies to a fluctuating standard ‘“‘ managed’ by this country ? I can't 
conceive that they are. It has been suggested that a new Sterling Area 
monetary authority might be set up or alternatively the Bank of England 
might be strengthened by the inclusion of British Commonwealth repre- 
sentatives on the Court. There is much to be said for more closely associating 
the other countries that use sterling with the economic policy-making that 
ultimately determines the value of sterling. In the hasty summoning of 
Commonwealth finance minsters from the ends of the earth, we have seen the 
need for some more regular consultative machinery. But no representative 
body that may be set up can manage sterling, in the sense of controlling or 
influencing its day-to-day movements. That can be done only by the Bank 
of England, which is the only body technically equipped for the task, and if 
the Bank of England is to discharge its function in the interests of the Sterling 
Area as a Whole and not of Great Britain specifically, then it seems to me that 
the only possible directive that could be given to it would be to observe a 
fixed parity with gold or the dollar. Different members of the Area might 
easily be interested in having the rate move in opposite directions. You may 
concede the principle that the cricket pitch needn't be 22 yards, but you 
wil never get bowlers and batsmen to agree on what its new measurement 
should be ! 

In fact if there 1s a free pound it is bound to be this country’s policies that 
will be paramount in determining the trend of its movement, and on the basis 
f recent experience we can be quite sure that the trend would be downwards. 
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A ‘“ free’ pound means a depreciating pound. In our present economic and 
social circumstances no government that had discretion in the matter could 
be trusted to resist depreciation. 

It may, of course, be said that, short of opting for a dictatorship, you 
have got to trust whatever government you get, whether you like it or not, 
and that being so, there is no sense in fettering the government's power in 
the matter of the currency. [don’t accept the view. There is value in tradi- 
tions and conventions and principles, and it is dangerous to disturb them 
unless you are very sure that you have something better to put in their place. 
Governments may be so weak that they are driven to cast loose from estab- 
lished currency parities. It may happen here. But if it happens let us not 
pretend that the “ principle’ has changed, and that a new Einsteinian dis- 
covery has established the fact that a monetary measure that fluctuates in 
dimension is superior to one that remains constant. There has been no such 
discovery. 

If we are driven off $2.80, which I don’t for a moment admit that we need 
be, the best thing we can do will be to stabilize the pound as quickly as 
possible at some new point and reserve our liberation activities to freeing 
the use of sterling and of the commerce conducted in sterling. 

It has been argued that a via media between a rigidly pegged and a “ free ”’ 
pound could be found in a widening of the “ gold points”’ or intervention 
rates at which the controlling authority undertakes to buy or sell sterling 
against gold or dollars. This is the third freedom to which I referred. 
[ don’t propose to waste much time on it. I think it is a compromise that 
wouldn't satisfy either side. To those who believe in fixed exchanges the 
‘gold points ’ are a technical necessity. They correspond to physical facts 
—in the old days to the costs of shipping gold from one centre to another, 
now to the fact that, even where no gold needs shifting, a foreign exchange 
market cannot be expected to work for nothing. They are not in the nature 
of an “ escape clause ’’, convenient for compromising a principle. Those, on 
the other hand, who believe in the free or floating exchange will not wish to 
be tied to a fixed range of fluctuation. The wider gold points device has been 
tried in France; it did not work; the exchange merely settled down at the 
lower point. 

My last point. Whatever there is to be said in favour of the flexible 
exchange system in principle, it would be a fatal gamble for us to adopt now. 

[ find “ floating raters ’’ constantly arguing that our present position is so 
tottery that we shall be driven to make a change and, in the next breath, 
holding up for admiration the example of Canada and our own experience 
before the war. It is no use trying to run with the hare and hunt with the 
hounds. We are not in the position of Canada, strong economically and 
financially, and liable to be embarrassed by an inflow of unwanted “ hot 
money’. We are not even in the position we were in the ‘thirties, when we 
had £4,000 millions of overseas investments, stronger liquid reserves than we 
have now, and no adverse balance of payments worth mentioning to con- 
tend with. 

The fixed parity may be a fairly weak crutch on which to lean. A man 
in the crippled state in which this country now is does not throw away even 
weak crutches. 
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The Folly of “Freedom” 
By I. Balogh 


N an interesting article, in its last issue, THE BANKER considered the 
| fashionable case for “ freeing sterling “. It dismissed the possibility of 

introducing ‘‘ complete convertibility ’, i.e. of abolishing all exchange 
control over capital movements, as a “highly desirable’ but “‘ under the 
prevailing circumstances unattainable ideal . It then considered the various 
domestic and international complications that would arise if sterling were 
‘‘ freed ’’ in the more restricted sense of permitting foreign holders to sell any 
‘current’ sterling freely against dollars and of abandoning a fixed gold 
parity to make this convertibility possible. Somewhat tentatively, the article 
ended by arguing that “in present circumstances convertibility may be 
more important than stability ”. 

In this article the view will be advanced that a restoration of convertibility 
would have disastrous consequences domestically and because of the domestic 
reactions also internationally. As THE BANKER rightly points out, the 
restoration of convertibility would under present conditions increase the 
pressure on sterling and thus lead either to an increase of the loss of reserves 
or a sharp depreciation of sterling.* The former we cannot afford. The latter 
is bound to intensify the wage/price spiral from which we already suffer, as it 
would diminish our real income further (and also maldistribute it further) by 
worsening of our terms of trade. Thus a sharp dose of deflation would have 
to be administered to the economy to prevent a renewed deterioration of the 
foreign balance. This implies sufficient unemployment to render the trade 
unions incapable of pressing successfully for wage increases. It implies a 
degree of deflation that is greater than would be required if a more discrimi- 
nating policy were pursued—one that did not have to eliminate “ innocuous ”’ 
demand, i.e. demand directed towards specific domestic productive factors, 
that is, incomes that do not increase imports or absorb productive factors 
that can be shifted to exports. In so far as the “ convertibility ”’ policy (i.e. 
a policy working through “ global ’’ monetary measures) results in a weakening 
of direct controls, its efficiency is much less certain than direct controls. The 
stringency of the measures must therefore be further increased, with a grave 
danger of overshooting the mark, because the risk of their not being effective 
enough cannot be taken. 

These grave drawbacks of the policy adumbrated are inherent in it and 
are independent of any foreign complication. In addition, a restoration of 
convertibility would render Britain, the sterling area and the members of the 
E.P.U.—which are already bound by interconvertibility—much more vulner- 
able to foreign shocks the likelihood of which is certainly not negligible: the 





* Dr. Balogh is doubtless right in regarding this conclusion as implied by our argument last month ; 
but our only specific statement was that “' if all‘ current’ accumulations of sterling were exchangeable 
Jreely into dollars by their indtvidual holders, then any obvious ‘ softness’ of domestic policy would 
speedily be recorded in the exchange market as well as in the state of the gold and dollar reserves” ; 
Dy. Balogh’s interpretation in effect imports the furthey assumption that government policy always will 
be “‘ soft’’—with a degree of pessimism with which, in present circumstances, it is difficult to 
guavvel.—ED. 
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productive capacity of the United States is steadily and cumulatively expand- 
ing and U.S. demand 1s already flagging and might easily sag further when the 
critical hump of defence demand and defence investment has been overcome. 

The consequences to the very existence of the sterling area of the shock to 
confidence that the depreciation of sterling would be bound to produce should 
hardly be disregarded. As it was fully considered by THE BANKER [I shall 
not discuss it in detail. Nor should it be forgotten that the depreciation of 
the pound would be unlikely to remain unchallenged. Germany and Japan 
would be almost certain to follow. This would reduce its efficiency in promoting 
exports, while the unfavourable effects of worsening the terms of trade would 
persist. The prevention of unlimited beggar-my-neighbour tactics of com- 
petitive depreciation was surely one of the good features of the Bretton Woods 
agreement, even if it was mistaken in wishing to prevent all effective steps to 
maintain equilibrium without fluctuations in exchange rates. 

Not only am I convinced that it would be folly to attempt convertibility, 
but I also have little doubt that the “ liberalization ’’ of monetary and com- 
mercial relations—partly under American pressure—that is implicit in E.P.U. 
and the extension of “transferable’’ sterling has already had unfavourable 
effects on foreign trade. Most European countries and also some countries of 
the sterling area were forced to cut imports more severely than would have 
been necessary had imports from creditors been cut more severely than those 
from debtors. The British Government failed lamentably in giving a lead to 
the Commonwealth Conference. The recently concluded Agreement to renew 
E.P.U. will also do damage, as it does not discriminate against extreme creditors 
and thus does not force them to change their policy, while the provision 
requiring increases in gold payments by debtors (including any payments to 
the new guarantee Fund) is bound to accentuate deflation. 

In the absence of an international conference, such as that suggested by 
Mr. Gaitskell, to work out a tolerable pattern of trade and payments that 
would avoid the imposition of extreme cuts upon debtors, I am convinced 
that Britain will be forced to retrace her steps towards non-discrimination, 
to reinforce exchange control, and to prepare bilateral agreements that permit 
a controlled increase in international trade. 


* 


Before we can intelligently discuss the choice of a suifable foreign exchange 
policy we must try to define its aims; a mechanism is not an end in itself. 
Here we shall assume as the aim of policy the maximum utilization of available 
resources and the establishment as rapidly as possible of national and inter- 
national equality of opportunity. 

At the outset a fundamental agreement should be recorded. It is reassuring 
that THE BANKER should reject decisively those pleas that seek to make the 
pound fully convertible. Coming from so authoritative a source, this flat 
negative should perform a valuable service. In present circumstances, when 
Britain and Western Europe find themselves under a deadly military and 
political threat, complete convertibility would entail a complete blocking of all 
accumulated sterling balances and either an outright default upon part of them 
or a de facto default by the depreciation of their real value. There remain, then, 
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the proposals that sterling accruing to the residents outside the sterling area 
should be freely convertible into dollars.* 

The argument in favour of introducing convertibilitv rests on the desira- 
bility of obviating ‘“‘ back door convertibility ’’ through “ cheap ”’ sterling and 
‘“ shunting ”’ operations. These deals, according to THE BANKER, achieve con- 
vertibility in ‘‘ the worst possible conditions for Britain and the exchange 
control’’. This conclusion seems to overlook the long and acrimonious dis- 
cussion that had been conducted at the beginning of the late war between the 
Treasury and some economists among whom Keynes plaved an outstanding 
role.* 

It was then demonstrated that the retention of convertibility for “ free ’ 
(i.e. foreign owned) sterling led to a loss of dollars and a worsening of the terms 
of trade. It meant that we were not discriminating against imports from 
countries that did not buy from us and thus had to adjust our internal price 
level (and/or exchange rate) to that of our keenest competitor. It meant that 
we forewent the advantage of securing an increase in the demand of foreign 
countries for our products. Thus convertibility represents a double loss so far 
as the terms of trade are concerned. If the area that discriminates is large 
enough, the losses implicit in this policy due to the “ lessened international 
division of labour ”’ will be negligible in contrast. 

In the early months of the war, after considerable losses of foreign assets, 
and vehement official denials, these arguments became so obvious that Keynes 
entered the Treasury and inaugurated a new regime in June 1940. They still 
apply. General convertibility in fact would amount to a unilateral abrogation 
of discriminating protection at home and in third markets against the United 
States, over and above any discrimination implicit in commercial restrictions of 
imports from the United States. For a country, such as Britain, that exports 
non-standard manufactures, this form of protection in third markets is the most 
(indeed, the only) efficacious one. I submit that this is not the most favourable 
moment to envisage and induce a further worsening of our terms of trade. 

To get a clear view, we must first ask the question, where does “ cheap 
sterling originate ? And what would be the consequences of its being made 
convertible at the rate for legitimate imports from the United States? All 
American Account sterling 1s already freely convertible. Interconvertibility 
exists, moreover, for all currencies of E.P.U. (including the whole of the sterling 
area—except for capital export). So far as trade within the E.P.U. and sterling 
areas 1s concerned, no benefit can be gained by dollar convertibility. Indeed, 
as we have seen, dollar convertibility would reduce the protection against U.S. 
exports that is now enjoyed by the combined area. Already, the fact that the 
sterling area's E.P.U. credit is exhausted—so that effective dollar converti- 
bility exists, so far as the central banks of E.P.U. are concerned, for any addi- 
tional sterling area deficits—will force the sterling area to reduce imports from 














* | assume that THE BANKER would not countenance a discontinuation of exchange control 
by the members of the sterling area and direct convertibility of sterling area sterling into gold, as 
this would amount to the ending of freedom of capital movements within the area and necessitate 
stringent restrictions on imports from the sterling area. It is questionable in fact whether the 
freedom of capital export to the Commonwealth can in any case be maintained. But that is 
another story. 


7 Cf. my article in the Economic Journal, March, to 4o. 
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the E.P.U. area as if it were part of the dollar area.* It is not obvious what 
advantages would accrue to us by extending convertibility to all individual! 
holders of sterling—at a// times. In particular it is not obvious how this could 
facilitate the task of the British Exchange Control in obtaining the maximum 
amount of hard currency and in preventing exports of capital. Yet there is no 
difference of opinion among serious students about THE BANKER’s conclusion 
that there is no possibility of abandoning control over capital exports. 
Before we can effectively enquire into this problem we must ask ourselves 
from what sources the supply of “‘ cheap ”’ sterling is fed. The answer is bewil- 
deringly simple : a switch through sterling is the easiest way in which the 
currency of a European country can be illegally converted into dollars through 
the shipment of sterling raw materials to America. These shipments can be 
easily handled ; all commodities used for the purpose have an international 
market ; and the interference of the exchange control of the home country 
seems negligible. Why, it may be asked, should the export of capital or the 
acquisition of dollars for other purposes not be done through the currencies of 
other members of E.P.U.? The answer is that no other currency affords such a 
broad market. Nor can domestic illegality be as easily avoided by other 
methods. 
This illegal sale of sterling is fed from two sources : 
(1) The export of capital from Europe to America, and 
(2) The illegal import of certain luxury items from America to Europe, 
Asia and Africa. 


In many countries the Customs and other authorities irrationally wink at the 
import of certain luxuries such as Cadillacs, if the dollars do not have to be 
provided from official reserves. The price of these goods, which are scarce, is 
therefore far higher in the home currency than would be accounted for by the 
othcial rate of exchange. This means that the importers of these luxuries can 
attord to lose on buying dollars since they recoup their loss through the sale of 
the illegally acquired commodity. Nothing that the British authorities (as con- 
trasted with the authorities of the importing countries) can do will stop either of 
these two sources from continuing to use sterling as a means of acquiring 
dollars. The only question is whether or not they should be provided with 
dollars at the same price as legal importers from America. 

This brings me to the next point. The restoration of convertibility will in 
no way improve matters for our foreign exchange control. If dollars are pro- 
vided at uniform rates for the people who now obtain them through selling 
‘cheap’ sterling, that would not increase the total net foreign exchange 
receipts of the British Exchange Control ; it would decrease them. For the 
Control would have to provide dollars to these speculators at the same rate as 
they now provide sterling for legal imports, i.e. at better rates than they now 
get. The change would obviously also open the door for capital export from 
this country, as supervision of exchange deals would become even more difficult. 

This leads me to doubt the justification for the unhesitating satisfaction 





This : shows the de flationary and trade-reducing bias of weseeuniaalains and non-discrimina- 
tion ; if Britain and France were free to liberalize their trade without increasing imports from 
Belgium a il trade would increase ; but now they cannot attord to do this, because the E.P.t 
deficits are payable in gold. 
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that seems to have been widely felt at the recent improvement in the cheap 
sterling rate. The cheap sterling rate can improve for two very different 
reasons. It can either improve because the supply of it has decreased, or 
because the demand for it has increased. An increase in the demand for cheap 
sterling represents a relaxation of exchange control, i.e. a loss of dollars to the 
exchange control. The resultant improvement in the rate of cheap sterling 
should be deplored. It would be different if the reason of the improvement 
were a diminution of the supply of sterling. This might be the result either 
of the fact that the export of capital to America had diminished or that customs 
regulations in vulnerable areas were being tightened up or indeed that our 
exchange control had asserted itself. All this would be admirable. 

There is unfortunately no reason to believe that the reason for the recent 
improvement in cheap sterling rate was beneficial from our point of view. 
Spot sterling did not improve further: it fell. We must therefore regretfully 
conclude that the cheap sterling rate was lifted mainly, if not entirely, by the 
consequences of the systematic relaxation of exchange control since the 
inauguration of the “‘new’”’ monetary policy. In particular, the much 
applauded restoration of the “freedom” of the foreign exchange market 
renders any closer supervision of foreign exchange transactions virtually 
impossible. The improvement in cheap sterling was thus in all probability 
purchased at the cost of undermining such efficacy of the exchange control as 
remained. Full convertibility, however, would imply complete relaxation of 
the control over sales of foreign-owned sterling. This would cause further 
losses of gold and/or a greater depreciation of “ legitimate ”’ sterling. 

The sole beneficiaries of convertibility would be certain entrepét traders 
and merchant bankers who now lose business to the Continent. Under no 
conceivable circumstances could their gain offset the loss of the community. 
If they are to be helped they should be helped by the Government’s making it 
clear to its E.P.U. partners that any official encouragement by them of 
‘switching ” and “shunting ”’ will lead to the denunciation by Britain of 
E.P.U. and the imposition of bilateral agreements. In view of the threatening 
American economic position, Britain’s bargaining power as a great market is 
increasing and will increase further. 

It might be argued that the consent of the United States to an abandon- 
ment of a fixed parity of sterling with the dollar might justify the introduction 
of convertibility if it were made a condition of that consent. But whether or 
not sterling should be “ freed ’’ in this sense is a question the answer to which 
depends entirely on whether the depreciation of sterling at the present moment 
would improve the balance of payments. There have been some economists 
who have maintained with steadfast insistence that the devaluation of sterling 
in 1949 has not merely not led to an improvement of the balance of payments 
but has actually resulted in its worsening. British imports are regulated 
directly, thus an increase in their price induced by the fall of the external 
value of sterling did not then and would not now discourage them to any 
extent. At the same time, exports (especially exports of metal goods) have, 
because of the sudden cut in the value of sterling, been sold at prices below 
the level that could have been attained abroad since 1950. 

The growing number of quantitative restrictions imposed on our exports 
abroad, as the foreign trade crisis spreads, does not encourage the hope that 
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depreciation at this moment would increase the total of foreign exchange 
receipts from our sales. While an actual appreciation of sterling would 
seem quixotic, a depreciation, especially a depreciation induced by permitting 
an additional export of capital through restoring convertibility, might have 
unfavourable results on our balance of trade. If sterling depreciated sufficiently 
the balance of payments would, of course, be restored through a violent cut of 
imports, even if the value of exports in terms of foreign currencies continued 
to fall. The terms of trade would be violently shifted against Britain. But 
what would that imply ? It would imply a violent reduction of the British 
standard of life and, in addition, a redistribution of the reduced national 
income from the poor to the rich. Only mass unemployment could induce the 
trade unions to acquiesce in the consequences of such a policy. This would 
further reduce real income at home. 

Thus even without an American slump the reintroduction of convertibility 
of sterling and the consequent sharper depreciation of sterling would enforce 
an unnecessary reduction of real income. In so far as convertibility would 
further reduce the possibility of common Western European and sterling area 
discrimination against dollar goods it would add to the fall of our national 
income. Finally, the abandonment of the policy of differentiating between 
innocuous and import-creating demand would force us to sharper deflation, 
and the task of preventing a wage spiral without trade union co-operation 
would further intensify the need for reducing national income. All these 
factors are cumulative. Their total effect would seem to be politically suicidal 
for any Government, even if world economic stability were safeguarded. But 
would it be ? 

The immense rearmament programme of America which steadied her 
demand for imports and fully occupied American potential export industries 
has reduced the acuteness of the dollar problem. Yet even despite this huge 
demand, especially for capital goods, American prices are falling and com- 
petitive pressure is increasing. If war does not break out and the pace of re- 
armament is not increased further, it is difficult to be confident that American 
internal demand will remain at present levels. We would then experience the full 
competitive force of the hugely expanded American industry in third markets. 

Complete convertibility under those conditions would mean a rapid 
worsening of our balance of trade. In order to keep ourselves solvent we would 
have to deflate or depreciate. In either case we should suffer further impoverish- 
ment. Only bilateral arrangements, which safeguard our markets against our 
promise of taking the goods of the countries to which we sell, would be able 
to safeguard us and those countries from a catastrophic deflation. The Ameri- 
cans have no doubt learned how to avoid a catastrophe similar to 1929. But 
even a minor “ readjustment ’’ in America would have devastating effects 
abroad because of our severely increased vulnerability. 

We should begin now to prepare for the rainy day. Controls and trade 
agreements cannot be negotiated from one day to another. Non-discrimination 
means a generalized deflation in the event of a slump in America. No 
Government in this country can contemplate mass unemployment without the 
certainty of being swept from office. It is no use employing attractive and 
innocuous words such as “ flexibility’, “‘ adaptability’ or “liberty ’’ to 
commend policies that ignore this harsh political fact. 
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The Pinay Experiment 
By Charles R. Hargrove 


OUR months have elapsed since M. Antoine Pinay took up office as Premier 

and launched his “‘ experiment ”’ for restoring France's financial solvency. 

This is much too short a period for any final judgment to be passed on its 
prospects of success, but so far progress has clearly been more rapid than 
anvbody expected. It is true that M. Pinay has been favoured by circumstances 
over which he had no control, notably the trend of world prices of raw materials, 
but he owes his success to date primarily to hard common-sense and sturdy 
self-reliance. Those two qualities are widespread—though usually incon- 
spicuous—among his countrymen, and they are possessed in high degree by 
this small tanner of the Loire Valley. In addition, he is intelligent and per- 
sonally and politically non-suspect. All which may explain why, from almost 
the very moment of his assumption of office and declaration of policy, he has 
had public opinion behind him in such force that an unmanageable parilament 
has become manageable, and has continued so without interruption until to-day. 

At the beginning of March, after two Ministries had fallen in quick succes- 
sion, the budget for the current (and calendar) year had yet to be voted ; for 
though Parliament had approved the estimates of expenditure, it had obsti- 
nately refused to approve the extra taxation that two successive Finance 
Ministers had declared indispensable. The Treasury was therefore paying its 
way on a hand-to-mouth basis, by virtue of monthly grants (douztemeés provi- 
sotves), and its position was rapidly deteriorating owing to shrinkage of receipts 
from medium and _ short-term borrowing. 

The foreign exchange situation was equally serious. The proportion of 
imports covered by exports (excluding the trade of French overseas terri- 
tories) had exceeded 66 per cent. in the last half of 1951, but had fallen to 
54 per cent. in January and 48 per cent. in February. For imports from the 
dollar zone the “cover ”’ had dropped in six months from 52 per cent. to 
24 per cent., and for those from the sterling area from 52 per cent. to 35 per cent. 
On the official free gold market in Paris the Jowzs, which had stood at 
just over Frs. 4,000 in July, had risen above Frs. 5,000 in February, and the 
black-market dollar and pound had mounted in the same period from Frs. 368 
and Frs. 965 to Frs. 482 and Frs. 1,090 respectively. It seemed evident to all 
that another devaluation of the franc was just around the corner. 

Internally, price inflation was rampant. In six months wholesale and retail 
prices had both risen by about 13 per cent. The trade unions were clamouring 
for higher wages, and the official wage freeze was unofficially thawing. The 
only bright spot was the steady increase of industrial production, which 
attained a new high record in February at 52 per cent. above pre-war ; but 
even this took place against a background of overfull employment that 
threatened to break down all barriers to another upward surge of prices and 
wages and that involved a wasteful misdirection of resources. 

In short, when M. Pinay, daring greatly, undertook to face Parliament at 
the head of a Government in which the t wo left-wing parties (Communists and 
Socialists) and the Gaullists were unrepresented ,(though capable together of 
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overthrowing him), it was common talk that the régime itself was tottering— 
a prospect that might please the Communists and the Gaullists, but was by 
no means pleasant for the great mass of ordinary Frenchmen. 

To-day, the picture has completely changed. Indeed it had changed 
fundamentally within a month of M. Pinay’s arrival in power. The new 
Premier lost no time in enlisting public opinion behind him—in such force 
that the National Assembly was compelled to yield to him. The majorities the 
Government obtained would not have been possible without a scission in the 
Gaullist ranks, but that does not detract from the achievement, for next to 
the Communists the Gaullist party was by far the best disciplined. At this 
moment its scission is more pronounced than ever, despite the unsparing 
condemnation by its leader of the fifty odd wanderers from the true path. 
The Socialists, admittedly, remain non-committal and restless, but can be 
counted on to give sufficient support to keep the Government in office so long 
as public opinion does not waver in support of it and so long as thev have 
no tangible excuse for associating M. Pinay himself with the right and reaction. 
With some surprise the political quidnuncs now contemplate his survival in 
power until after the summer recess. 

Parliament became reasonable almost as soon as M. Pinay had announced 
his policy, which consisted, essentially, in making income and outgo balance 


TABLE | 
PRICES ON THE “ PARALLEL”? ENCHANGE MARKET 
(F rs.) 

Feb. 22 June 12 
Kilo Ingot .. = aa ay 5 F 633,000 495,000 
Krench Louis a in es ‘i a 5,040 4,000 
Eagle ; I,126 SGoO 
Sovereign... - ad ~ pi me 5,660 4,550 
Dollar Note és 7. = Pe “a 482 392 
Pound Note o° oe a ea o< .,O9Q0 QGO 


by cutting down capital expenditure on reconstruction and_ re-equipment, 
and in floating certain novel national loans in defence of the franc. He also took 
drastic measures to restrict imports and less drastic ones to stimulate exports ; 
advocated a tightening of credit ; and announced that he intended to try to 
stem the rise in prices by a policy which, while it is open to the criticism of 
relying too heavily on Government precept and example, has nevertheless 
caused some psychological check to over-consumption. 

Parliament did not hesitate to approve the revenue estimates and a bill 
granting an amnesty to tax-evaders and holders of undeclared foreign assets. 
This latter step was a preliminary to the issue of a 3} per cent. Rente, tax-free 
and redeemable within sixty years by annual drawings—at a valuation (for 
the kr. 100,000 bond) corresponding to 25 times the average market price 
of the louwzs d’or over the 100 sessions preceding May 15 in each year. This 
novel loan was designed primarily to bring in hoarded gold. Pending its 
closure, the low7s d’or was held stationary at Irs. 4,000, while the gold ingot was 
allowed to decline—in a market that witnessed the heaviest turnover since its 
opening over four years ago—to a level where the gold coin commands a 40 
per cent. premium over the bar. The official gold market and the “ black ”’ 
or “ parallel’ market for foreign bank notes affords, in fact, perhaps the 
most striking illustration of the success of the Pinay Experiment in the financial 


held. Table I shows the rates ruling before the experiment began compared 
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with those ruling after it had been proceeding for sixteen weeks. The declining 
prices shown in that table do not appear to have seriously deterred subscrip- 
tions to the new loan by holders of gold bar and coin, and according to traders’ 
gossip some dozens of tons have found their way into the public Treasury as a 
result. In consequence, there is every prospect that the special $100 millions 
credit that the Government wrung out of the European Payments Union in the 
early days of March will be repaid at its due date. Furthermore, the Treasury 
seems assured of the liquid funds necessary for meeting its liabilities in the 
three summer months. 

M. Pinay can also claim to have succeeded in halting the rise of prices, as 
will be seen from the wholesale and retail price indices in Table II. M. Pinay’s 


TABLE II 
WHOLESALE AND RETAIL PRICE INDICES 
(1949 = I00) 
1952 
Wholesale : Jan. Feb. March April May 
General = ee pi id - we 152.5 152.0 149.3 146.8 144.6 
Of which : 
Food i. ea ‘< Hi - a 135.5 133.5 131.2 [29.9 127.9 
Fuel it ot - ap a 5 141.7 145.0 145.5 145.5 143.3 
Industrial Products ed ms ‘is ss 171.3 170.2 166.5 162.2 159.9 
Raw Materials... ie - “ és 195.0 190.7 187.0 179.3 177.3 
Retail (Paris Region) : 
General in - = a a - 145.9 143.5 1438.1 140.6 144.5 
Of which : 
Food - ba ‘i a fia - 142.2 144.8 143.5 142.1 139.0 
Fuel and Light .. she a 3 [70.7 174.2 174.5 174.5 173.1 
Manufactured Products “i es - 132.3 134.0 134.9 133.3 132.2 
Services .. st ot * me 172.0 176.0 176.0 175.0 175.0 


drive against high prices has been concentrated so far on persuasion (and 
general economic pressure) rather than force. He instinctively dislikes price 
controls; and knows that the machinery for enforcing them cannot be re- 
created in a day, and that, when re-created, cannot be relied on to work effec- 
tively. In the prices that come under State control (coal, steel, electricity, gas 
and railway rates) the Government has set the example to private enterprise, 
but private enterprise, big and little, industrial and commercial, is finding it 
difficult to get rid of the habit of including in its prices a margin to enable it 
to replace stocks at what it expects will be a higher price level still. Moreover, 
there are other obstacles in the road, such as the over-expansion of inter- 
mediaries, and the widespread development of price rings. 
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Success in this field is the more necessary because, unless industrial prices 
come down before the next harvest, it will be hard to persuade the agricultural 
community that the Government should allow only a very moderate upward 
adjustment of the prices for wheat and other crops fixed last August. The 
menace here is more serious than that from the labour unions, especially since 
the failure of the Communist demonstrations at the time of General Ridgway’s 
arrival. The indices quoted in Table II are evidence of the disparity between 
agricultural and industrial prices, and at the moment, except for textiles 
(which, as everywhere else, remain hard hit by lack of demand), there is no 
evidence that the pendulum is swinging firmly back the farmers’ way. 

The problem of prices is indissolubly linked with that of wages, and here 
\I. Pinay was menaced by a formidable campaign for the introduction of the 
sliding scale. One again he managed to get what he wanted out of an un- 
manageable Assembly, and succeeded in inducing the 400 deputies who had 
voted in September for a thoroughly inflationary wage formula to vote for 
one with very few teeth in it. Only if the cost of living rises by 5 per cent. 
above its level on December I, 1951, and then only after two months’ delay, 
will the minimum legal wage be increased, and an interval of four months 
must separate two successive increases. There was risk that Socialists, Gaullists, 

TaBLe III 
FRANCE’S ENTERNAL TRADE 


(Frs. Milliards) 
Exports as % 


Imports Expc rts of Imports 
Average 1951 a - 4 106 73 S6 
January, 1952... - ied 25 68 54 
February .. = od = 145 71 4S 
March oy ea nic Ba [If 66 59 
April a eh a an [15 07 59 
May xs ip ia a 98 67 68 


Popular Republicans and Communists would combine in opposition to this 
proposal, but in the end, thanks to abstentions and party splits, M. Pinay 
obtained his vote of confidence by 295 to 253 votes. 

The results to date of the Pinay experiment in the field of foreign trade are 
shown in Table [II (in which colonial trade is excluded). They indicate that 
some progress has been made in the reduction of imports, but that none has been 
made in the development of exports. - 

Tax relief and other devices to stimulate exports have clearly failed, and 
there is so little faith in them that reliance is likely to be placed rather in a 
further restriction of imports. Happily for the balance of payments, the 
tourist season promises well and the Government is also counting on help 
from American off-shore purchases. Unfortunately, however, France has to 
reckon with restrictions imposed on imports by the sterling zone that rival 
those she has imposed on her own purchases of sterling goods. 

To sum up, the criticisms that many overseas economists continue to 
direct against the Pinay experiment do not seem justified to an observer in 
Krance. These criticisms are not now so violent as they were in the early 
days, when they represented the ‘‘ experiment ”’ as “ a plunge into unrealism ”’ 
and spoke of a nation adrift on a Kon Tiki raft, celebrating a spell of fine 
weather after a series of storms by opening its last boxes of tinned food in 
oblivion of the morrow. It is true that a sequence of favourable events ts 
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needed for complete success—reasonable quiescence on the labour front. 
sufficient American dollars to provide raw materials and armaments, European 
willingness to resume purchases of French goods, and relief of part of the 
burden of the defence of Indochina. But even though the future is still 
desperately uncertain, M. Pinay has to his credit achievements over only four 
months that once again afford proof of France’s ability to pull herself out of the 
guicksands of inflation just when she seemed about to sink out of sight. 

Nor is M. Pinay’s programme yet exhausted. The present period is, perhaps, 
the most difficult. The first enthusiasm has worn off. Nevertheless, disinflation 
seems more firmly in the saddle than before, for so long as the prospect of 
lower prices faces the country there is a tendency to avoid commitments and 
postpone buying. The tendency is reflected in figures of bankruptcy and 
judicial windings-up, though not yet in unemployment or production, except 
for the textile and building trades. There is no real sign of any let-up in 
industrial production, where new high records have been set in the vital 
sectors of steel and coal. The weather has also favoured M. Pinay, and harvest 
prospects are good. 

In any event Parliament will soon have other new proposals to occupy its 
attention, for the commission entrusted with drawing up a project for fiscal 
reform has completed its report, and the day is not far off when Parliament 
will go on holiday. When it returns to work in the autumn, M. Pinay, provided 
he is still at the head of the Government, may well seek to carry out another 
of the items on his programme, constitutional reform. This would be stealing 


General de Gaulle’s thunder with a vengeance. But that is another story. 


“Fed” and Treasury 


S has already been reported in THE BANKER, the Congressional Com- 

mittee under the chairmanship of Congressman Wright Patman did not, 

after all, reach any dangerous conclusions about who should manage 
America’s money. In fact it did not reach any firm conclusions at all, but 
merely expressed the hope that there would be a continuation of the com- 
promise “‘ accord’ of March, 1951, between the Federal Reserve and the 
rreasury. 


At the open hearings before the Committee, Mr. Snyder, the Secretary 
i the Treasury (who obviously hankered after cheaper money), and Mr. 
Martin, the Chairman of the Federal Reserve Board (who obviously still 
wanted more flexible interest rates), each walked very carefully to avoid tread- 
ing on the other’s toes. The main fireworks came from Senator Douglas, the 
Dyemocratic Senator who is a firm supporter of a dearer money policy and 
who might become of considerable importance in the American _ political 
scene in the (unlikely) event of Senator Kefauver being chosen as the Demo- 
cratic candidate at the Presidential election. Senator Douglas resorted to 
graphic illustrations of his otherwise admirable thesis, and poured water on 
the table to illustrate inflation, until Secretary Snyder became alarmed. 
Among the other witnesses Mr. Leon Keyserling, of the President’s Council 
of Economic Advisers, showed an obvious liking for physical rather than 
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monetary controls, but in general joined in the official conspiracy not to rock 
the boat between “ Fed’ and Treasury. Meanwhile, Congressman Wright 
Patman, as chairman of the committee, also showed commendable restraint 
in not unduly advertising his own belief that the “‘ Fed”’ should be “‘ com- 
pelled ’’ to buy Government securities at par. He presided throughout with 
the benign air of an elder statesman, rather than of an acknowledged partisan. 


These proceedings have inspired Washington to verse. The author of the 
first, second and last verses of the following description is a well-known 
Washington financial journalist who was present at the hearings. The 
authorship of the other verses can only be described as “‘ traditional ’’; in 
fact we ourselves do not know from whose hand they came:— 


Said Snyder: “ I fear the accord 
Set interest rates I can't afford; 

Lo vanquish inflation 

Let's use co-operation 
(Provided it’s done by the Board) ””. 


Said Douglas: “ I fear the accord 
Is only a single-edged sword ; 
In case of a strain 
It'll go down the drain— 
(Or should I say—go by the Board) ”’. 


Said Martin: “ For long the accord 
Is what weve been working toward. 
Your suspicions are boundless 
But I'm sure they are groundless ; 
Let's see that oil, not water, ts poured ’’. 


Said Patman: “ Let’s sktp the accord 
And look at the money that’s poured 
Into frills and furbelows 
by impractical fellows 
Ensconced in the banks and the Board ’’. 
Said Keyserling: “ What, that accord! 
It means very little. Good Lord, 
If, like me, you were bright 
You would know that I’m right. 
And let the Council counsel the Board’. 


Said Snyder: “ I think the accord 
Need never be feared or abhorred, 
As long as the Fed 
Isn't given its head 
(Which I swear that it won't, thank the Lord) ’’. 


There is, perhaps, nothing more to be said. 
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REPUBLIC OF IRELAND 


An Economic Survey 








The Need for Reform and Retrenchment 
By John Busteed 


(Head of the Department of Economics, University College, Cork) 


HE Republic of Ireland is still essentially an agricultural economy. 

More than half the occupied males still work on the farms. But, as will 

be seen from Table I, although the working population has steadily 
increased since the first census in 1926, the numbers in agriculture have shown 
a steady decline, from 525,000 to 453,000 between 1926 and 1951. This 
decline of 72,000 is ominous. It has occurred in both family labour and hired 
labour, and in both boy labour and adult labour. The figures for females 
show an even more drastic decline than for males. 

This drift from the farms is a symptom of a problem that is, or ought to 
be, the primary concern of the Irish people. For a hundred years Irish agri- 
culture has shown no significant improvement in overall production. This 
seems incredible, but it 1s an undoubted fact—despite the existence of a 
Department of Agriculture for fifty-one years and political independence for 
thirty years. New crops have been introduced, such as beet for the sugar 
industry. Old crops have been revived, such as wheat. Any such additions, 
however, have been at the expense of some other product. In the Republic 
the total output of root crops has remained stable for the past seventy years, 
while in Denmark it increased fourfold. Denmark, a much smaller country 
than the Republic, has to-day twice as many pigs and nearly twice as many 
cows, and the Danish cow has twice the milk yield of the Irish cow. 

This last statistic throws some light on the reasons for the depressing lack 
of progress in Irish agricultural efficiency. The Irish cow is a product of 
formal Government policy. It is a beef cow (the so-called dual-purpose 
animal). And the consequence of this policy is that the potentially rich 
dairying districts of the south-west are sacrificed to the beef interests of the 
midlands. The production of cattle for export on the hoof dates back to the 
middle of the 19th century and grew out of the food demands of the newly 
developing English industrial cities. It was and is a crude economy, with 
little labour content. The dairying industry, by contrast, has a high labour 
content—quite apart from its industrial adjuncts in the production of butter, 
cheese, casein, chocolate crumb and condensed and dried milk. 

[t is true that there has recently been an encouraging development of 
the export of dressed beef (to the United States) and of tinned beef; in 1951 
exports of dressed beef reached 17,000 tons and of tinned beef 11,000 tons, 
and both will be much higher this year. But this development should not 
be allowed to obscure the basic defects of present Irish agricultural policy— 
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and particularly the failure to recognize the importance of grass as a crop. 
Climate, rainfall and soil conditions make Ireland potentially the best herbage 
area in the world. Most of the country is under “ permanent pasture ’’—that 
is, it consists of “scrub”’ grass that is left to its own devices. Competent 
international experts have given their formal opinions that the output of grass 
could reasonably be trebled and the quality outstandingly improved. This 
would involve treating grass as a crop, integrated into a tillage economy. 
[It would, however, require a knowledge of management and utilization that 
is not possessed by the Irish farmer. Nor are there on foot any serious 
schemes to redress the position. Another fact that emerges from a survey of 
agriculture since the State was set up is the failure of the co-operative move- 
ment to expand. Individual societies have shown very impressive develop- 
ment, but they are few. Indeed the milk handled by co-operative creameries 
fell from 180 to 140 million gallons between 1936 and 1949, and the fact that 
1949 1s the last available year in the Statistical Abstract just issued is itself 
evidence of the apathy that lies over the movement. Yet a small-holding 
economy cannot have the advantages of large-scale efficiency in production, 
marketing and finance without co-operation. 








TABLE [ 
TOTAL WORKING POPULATION IN IRISH REPUBLIC 

1926 1940 IQ51 

(May) (May) (June) 

Agriculture o- oe oe = = 525,000 490,000 450,000 
Industry, commerce, finance and transport .. 240,000 290,000 N.a. 
Professions i 7 ne sa os 21,000 26,000 N.a. 
Personal services xn a as - 29,000 23,000 N.a. 
Public administration .. on ia es 57,000 63,000 N.a. 
592,000 900,000 N.a. 


This survey of Ireland’s agricultural problems would not be so depressing 
if the picture was lightened by notable progress in the industrial and commercial 
sphere. Some people would claim that it is so lightened. The volume of 
factory output rose by 49 per cent. between 1938 and 1949, and by 73 per 
cent. between 1926 and 1951; factory employment has risen steadily, from 
103,000 in 1926 to 166,000 in 1938, 206,000 in 1949 and 220,000 by 195T. 
[t is true that this progress has been achieved largely behind the shelter of a 
tariff wall, but, despite the absence of industrial tradition and technique, the 
[rish factory worker has shown great aptitude and there has emerged a new 
management class of ability and enterprise. Moreover, there has been an 
outward air of increasing prosperity in Ireland in the post-war years. There 
are twice as many private motor-cars as there were before the war and nearly 
three times as many motor lorries. Between 1938 and 1950 real national 
income is estimated to have risen by 25 per cent. 

Unfortunately, however, closer examination shows that this prosperity 
has been largely illusory. The increase in factory output goes only a small 
way to justify the 25 per cent. increase in national consumption, while agri- 
culture has contributed no increase. The increase in domestic consumption 
has been achieved by under-exporting and expanding imports to a hitherto 
unknown volume. In 1951 imports, at £204 millions, exceeded exports by 
£123 millions, and this astonishing import surplus has characterized all the 
post-war years. 
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How has this over-importing been financed ? Ireland has enjoyed receipts 
of {60 millions sterling in each post-war year from tourists (many of whom 
would not come to Ireland if they could have gone to the Continent), from 
an army of emigrants who could not get work at home, from pensions of men 
who had spent their lives abroad, from British immigrants buying land in the 
Republic, and from holdings of foreign investments. This income was in the 
main adventitious. It will probably continue but may easily vanish. In 
any case it financed only half the import gap. The remaining £60 millions 
had to be met by drawing on accumulated sterling. A continued deficit of 
the existing order of magnitude would in a relatively short period exhaust 
the remaining sterling holdings of the nation. The question of planned 
utilization of the sterling assets has got to be faced soon—or else it will be 
faced too late. Unfortunately the Government itself, although it showed 
some courage in the recent budget (which imposed higher taxes and removed 
the food subsidies), seems to have a vested interest in maintaining the dis- 
equilibrium in trade. One-third of its budgetary income comes from import 
duties, largely duties on non-essential or less essential goods. 

Quite clearly there is a long-term need for reform of the pattern of produc- 
tion (especially in agriculture) and a short-term need for retrenchment of 
purchasing power. There are two main sources from which an excess of 
purchasing power has been pumped into the Irish economy in the past twelve 
vears. One source has been the increase in bank advances, and the other has 
been monetization of the sterling inflow; all sterling receipts lodged with the 
banks necessarily increase clients’ ‘‘ deposits ’’, so that a lodgment of sterling 
is followed by an automatic creation of Irish purchasing power. Table I] 
shows the importance of these two factors in the war and post-war periods. 
[t will be seen that, during the war, bank advances (including bills discounted 
and government investments) remained stable at about £60 millions, but the 
continued war-time inflow of sterling caused an increase of no less than £108 
millions in available Irish purchasing power. Thus the great increase during 
the war of purchasing power (and consequently of prices) was due to monetiza- 
tion of the sterling inflow. In 1946, 1947, and for the first half of 1948 bank 
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advances expanded steadily from {62 millions to {105 millions. The increased 
purchasing power made available thereby and the urgent need for industrial 
re-stocking and re-equipment led, among other things, to the great increase 
in imports already referred to. This in turn led to a depletion of bank 
holdings of sterling, and from mid-1948 to early 1950 the banks began to 
initiate some policy of credit restraint. After Korea, however, the banks 
yielded to the pressure for more accommodation. In early 1951, largely 
because of advices from London about the British position, measures of credit 
restraint were re-imposed. But these measures did not go very far. The 
total of bank advances continued to expand. 

The Irish economy is closely integrated with that of Britain, partly because 
of close trading relations, partly because the Irish balance of payments is 
always in debit with every other country except Britain, and partly because 
of the curious position of sterling within the Irish economy. Nevertheless, 
the Irish economy is quite distinct from that of Britain and there are many 
people who believe that the financing of the Irish economy therefore requires 

TABLE II 
INCREASES IN PURCHASING POWER DUE TO BANK LENDING 
AND STERLING INFLOW 


(f millions) 





Increase in 











Level | ‘* Monetized ”’ 
| of Bank | Holdings of Bank | Sterling | 
| Advances | Sterling Advances | Holdings Total | 
(End of Period) 
December, 1939-December, 1045 62 177 | — I +109 +105 
December, 1945-June, 1948... 105 162 + 43 - § - 
June, 1948—February, 1950 = eet 178 + 6 + 16 + 22 
February, 1950—-December, 1950 126 176 | +15 - 2 + 13 
December, 1950-December, 1951 144 160 | +15 —- 16 ~ 2 


a specialized leadership of its own. At the moment this does not exist. The 
Central Bank of Ireland does not carry out any central banking business, as 
its accounts clearly show. Its activities are confined to the passive function 
of giving out Irish legal tender notes in exchange for sterling, and vice versa. 
It has no power to influence the price, volume or direction of credit, and the 
commercial banks of necessity take their leadership from-the Bank of England. 
Experience has shown that countries with secondary economies are so 
influenced by trade and money conditions among their big neighbours that 
they are definitely limited in their powers of independent decision. Never- 
theless, considerable experience has already accumulated of autonomous 
financial policy in secondary economies like New Zealand, Australia, Ceylon, 
Cuba, Argentina, Chile and Paraguay. Nothing has been done in Ireland, 
but matters cannot continue to be left in their present passive state. 

To sum up, the vital problem in the Irish economy is that of agricultural 
production. Grants, ‘“‘ doles’’, remissions of rates, reduction of annuities, 
authorizations of higher prices, and so on, are merely methods of avoiding 
the real issues. The position is so deplorable and so little has been done 
that it is urgently necessary, first, that the facts should be admitted, and 
secondly, that there should emerge a positive and dynamic policy. The other 
serious defect is the absence of an autonomous financial policy. 
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Ireland’s External Deficit 
By Edward Thornton 


(Lecturer in Statistics in the University of Dubliit) 


or fully one-sixth of the national income. Except during the war, when 

exports to Britain were unrequited, an adverse balance on merchandise 
trade has been a regular feature of the Republic's finances, but in pre-war 
years this deficit was more than covered by a net surplus on “ invisibles ’ 

[t was widely expected that this pattern would recur, once the immediate 
post-war years were passed and the country had restocked and replaced its 
capital equipment after war-time starvation. Four years ago it seemed as if 
this desirable trend was setting in. After reaching a peak of {91.8 millions in 
1947, the trade deficit did shrink in 1948 and 1949, but from the last quarter 
of the latter year the pendulum swung over again. The visible trade deficit 
had widened to £87 millions by 1950, and in 1951 it was £123 millions, the 
largest ever recorded. The sterling area accounted for £52 millions of this 
deficit, the dollar area for £33 millions and the non-sterling E.P.U. countries 
for {28 millions. 

In 1951 the value of imports increased by £45 millions and that of exports 
by £9 millions. The net deterioration of £36 millions last year can largely be 
explained by an adverse movement in the terms of trade; only about £2.60 
millions of it can be attributed to an increase in the volume of imports. Over 
the longer period, however, the real explanation of [reland’s persistent post- 
war trade deficit lies in its continuing import spree. In 1951 the volume of 
imports was 46 per cent. greater than in 1938, while the volume of exports 
was only 3 per cent. above the pre-war level. The sources from which these 
increased imports have come are disquieting for Britain and the sterling area 
as a Whole. The proportion of total imports originating in the sterling area 
has fallen from over 65 per cent. in 1948 to less than 60 per cent. in 1951; the pro- 
portion coming from the dollar area rose from 10.5 per cent. to over 18 per cent. 
in this period. This transfer of affection is, in part, a purely temporary occur- 
rence, brought about by the “ blueing ” of E.R.P. dollars; but British short- 
comings in supplies, especially of coal, have recently caused some increase in 
Irish trade with continental Europe, and this may be a more permanent 
development. 

In 1938 exports paid for three-fifths of the imports while in 1951 less than 
two-fifths of imports were covered in this way; with the exception of war- 
devastated Greece a discrepancy of this magnitude is unique in Europe. It 
is true that exports have been somewhat depressed by the fact that about 85 
per cent. are destined for the United Kingdom and that an appreciable propor- 
tion of these are subject to trade agreements that offer little inducement to 
exporters—especially when, as in 1951, home demand is strong. Exports of 
cattle and commodities of animal origin, which account for about 60 per cent. 
of the total, declined in 1951; egg and wool exports were almost halved and 
butter and bacon exports have virtually lapsed—indeed, butter was imported 
last year. Total exports to the dollar area, on the other hand, increased, from 


To Irish Republic's external deficit last year amounted to £01.6 millions, 
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0.9 per cent. in 1948 to 4.4 per cent. of all exports in 1951; this increase was 
due, in no small part, to the newly established trade in frozen beef. 

As will be seen from Table I the Republic's surplus on invisible account 
has been estimated at £61.5 millions in 1951, compared with £57 millions 
in 1950. Unfortunately, however, the ever-present ‘“ balance unaccounted 
for’ in the estimates of current and capital transactions tends to vitiate any 
comment on trends either in the aggregate or in the individual “ invisible ° 
items. Asa result of the Passenger Card Inquiry into expenditure of incoming 
and outgoing visitors, the estimation of the major invisible item, tourist 
expenditure, becomes less difficult each year, but the inevitable absence of 
any information on the value of smuggling may mean an error of up to Io 
per cent. in the figures recorded. The tentative nature of these statistics is 
emphasised, as Professor Duncan noted in THE BANKER last year, by the lack 
of consistency between the recorded figures for the overall deficit and the 
trends exhibited in statistics of external assets held by the Government and 
the banks. None the less, from a gross figure of some £400 millions and a 
net figure of some £225 millions for Ireland’s external assets in 1949, over 
{go millions must have been subtracted to balance the payments deficits of 

TABLE I 
IRISH BALANCE OF PAYMENTS ON CURRENT ACCOUNT 


(4 millions) 


Year : 1935 1947 1945 1949 1Q50 LQ5I 

Imports - vi 41.4 —131.3 —13060.3 -—130.2 [59.4 — 204.5 
Exports and Re-exports .. -. + 24.2 + 39.5 + 49.3 + 60.6 72.4 S1.4 
Trade Deficit. . “3 - -17.2 -— 91.8 — 87.0 — 69.6 —- 87.0 —-—123.I1 
Surplus on “ Invisible ” Account .. +19.2 4- 62.0 + 67.4 + 59.9 + 57.0 — 61.5 
Overall Surplus or Deficit .. + 2.0 — 29.8 19.6 -—- 9.7 -— 30.0 — 61.6 


the last two years. Obviously, although there is still a good deal of “ elbow- 
room ', this outflow of capital cannot continue indefinitely. 

It is clear, therefore, that the Republic will soon have to recognize and 
rectify the root causes of the persistent disequilibrium in its balance of payments 
since the war. The blame cannot all be put on external developments. It is 
true that the index of the terms of trade (102.1 in 1951) has deteriorated from 
the peak figure of 112.5 in 1949; throughout the last two-and a half years the 
general rise in world prices has inflated the import price index, while the 
export price index has been depressed as a result of fixed-price agreements 
with the United Kingdom. But the index figure of 102.1 in 1951 still compares 
favourably with the base year 1938 and with the figure of 91.4 for 1947. The 
large increase in the value of imports since then can therefore only be explained 
by internal inflationary pressure, accentuated by some stockpiling; the latter 
accounted for perhaps {10 millions of last year’s increase in imports. The 
effect of Government exhortations to repatriate capital for investment in 
Ireland is difficult to determine, but even if capital has been consciously 
repatriated it has evidently been dissipated in the form of consumer goods 
or raw materials for the manufacture of consumer goods; the imports of 
“ producers’ capital goods ready for use’ formed only 9.3 per cent. of total 
imports in 1951 compared with 10.4 per cent. in 1949. 

Inflationary conditions have developed as the result of a disastrous Govern- 
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ment financial policy. Except, perhaps, this year, there has been no attempt 
at all at ‘“‘ planned budgeting ”’ in Ireland. In fact, until recently, a high level 
of Government expenditure—not only on public works such as rural electrifica- 
tion but also on subsidies—had been maintained alongside a level of taxation 
even lower than that of 1938. In 1949, the latest year for which satisfactory 
estimates can be made, 18.5 per cent. of personal income was absorbed in 
taxation compared with 20.3 per cent. in 1938. 

Government capital expenditure in the form of long-term investment 
programmes, such as the Land Rehabilitation Project, which will eventually 
benefit the export trade, may be condoned, but, if so, it should be accompanied 
by measures to restrict consumers’ expenditure or private investment. The 
latter may be the most obvious target, for the activities giving rise to high 
private investment have not included a sufficiently large output of goods and 
services to sustain the balance of payments. Some of the most pronounced 
increases in net output have been in trades—the building and allied trades 
are a good example—that, directly or indirectly, promote large demands for 
imports without contributing to exports. 

There has, fortunately, been some evidence of positive measures to improve 
the situation in the first few months of 1952. The Budget, a courageous one 
considering the small majority of the Government, went some way to curbing 
the supply of purchasing power by means of reduced subsidies, increased 
direct and indirect taxation and a more attractive issue of Savings Certificates. 
An increase of I per cent. in the banks’ advances rate took place in March; 
this is an adequate commentary in itself on the ineffectiveness of the ‘‘ volun- 
tary credit restriction advocated in October, but it is a step in the right 
direction. Government capital expenditure, however, is to be maintained at 
a high level in 1952 and an expenditure of some £35 millions is to be financed 
by a public loan; it is likely that at least £20 millions of this sum will have 
to be financed by a further liquidation of external assets. 

It is difficult to make any accurate forecast of the probable trend of the 
terms of trade in 1952. As a result of increases in British export prices, 
reflecting the steep rise in British import prices in 1951, the Irish import price 
index is likely to rise, but so is the export price index—at any rate in the latter 
part of the year; in April more satisfactory price agreements were concluded 
with the United Kingdom Ninistry of Food for Irish cattle, meat, pigs, butter 
and eggs. The Republic’s invisible surplus is likely to show a definite improve- 
ment. The reduction of British and Irish allowances for tourists to the Con- 
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tinent will tend to increase the number of British visitors to Ireland and will 
also restrict Irish tourist expenditure abroad. Later on, the proposed Festival 
of Ireland, to be held early in 1953, is likely to endorse this trend; and shipping 
earnings are likely to mount as a result of the proposal to increase (indeed 
almost to treble) the fleet tonnage of [rish Shipping Ltd. 

Even if the invisible surplus does increase markedly this year, the likely 
rises in both import and export price indices suggest that the trade deficit 
can only be narrowed in the same way as it was originally widened—by changes 
in the volume of trade. Initial trends in this direction are admittedly very 
encouraging. The trade statistics for the first quarter of 1952 showed the 
volume of exports to be nearly 40 per cent. above that of the first quarter of 
1951 while the volume of imports was down by 4.5 per cent. Against this, 
however, it must be conceded that there may be some difficulty about export 
supplies later in the year. The January livestock enumeration showed a drop 

TABLE II | 
IRISH REGIONAL BALANCE OF PAYMENTS 
(4 millions) 
































Year : 1935 1947 1945 1949 1950 [QO5f 
Visible Trade: 
Dollar Area eis ‘2 .. —- 6.1 -— 36.4 - 15.2 -— 20.9 -— 27.5 — 33.0 
Of which E.R.P. dollars financed — — (6.4) (15. TI) (16.6) 5.3 
Non-dollar Area .. - o< “~ BEa —- 55-4 — 71.8 - 48.7 — 59.5 - 90.1 
- 17.2 — O1.5 - 587.0 - 69.6 -—- 87.0 —-—12}3.I 
fnvisible: 
Dollar Area a we ws 4.9 + $33 - 5.1 - 7.2 + 9.5 + 9.9 
Non-dollar Area .. ei we + 15.5 + 50.7 + 62.3 +52.7 + 47.2 - 51.6 
+ 19.2 + 62.0 + 67.4 + 59.9 + 57.0 + 61.5 
Overall Accounts: 
Dollar Area in ea -. - 2.4 — 31.1 - 10.1 —- 13.7 -— 17.7 —- 23.1 
Non-dollar Area .. ‘a -. t 4-4 1.3 - 9.5 + 4.0 — 12.3 — 38.5 
2.90 - 29.98 [9.6 —- 9.7 — 30.0 — 61.6 





of over 50,000 in the number of milch cows and heifers-in-calf during 1951; 
the number of cattle under one year old is down by over 37,000 and poultry 
numbers are down by 5 per cent. I[t is hoped, however, that the newly formed 
Coras Trachtala Teoranta (Trade Company Ltd.) may -be able to promote 
increased exports to the dollar area, although the unpredictable vicissitudes 
in American tariff policy and competition from the other non-dollar countries 
are ever present difficulties. On the import side, the measures taken in the 
budget to restrict consumption may hold down the value of imports to or 
below the 1951 level, despite the expected rise in prices. 

There remains the question of the balance with different areas. A month 
after the Commonwealth discussions on sterling balances in January, meetings 
took place between British and Irish financial representatives, but little 
positive agreement seems to have been reached. It was intimated that Ireland 
would continue to draw on her sterling assets to finance capital expenditure, 
but that demands on the dollar pool of the sterling area would be kept to a 
minimum. To this end the British representatives confirmed that there would 
be no default on coal supplies this year so that one major item of 1951 dollar 
expenditure should not be repeated in 1952. 
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International Banking Review* 


Argentina 


HE Government has carried out a reorganization of the Ministries concerned 

with economic affairs. The Ministry of Economy has been converted into a 

Ministry for Foreign Trade. At the same time an Economic Affairs Ministry 
has been created. The Ministers in charge of economic matters have also been 
replaced. 

A statement on the country’s foreign trade in 1951 published by the Statistical 
Office shows that Argentine exports amounted to 6,710 million pesos and imports 
to 10,479 million pesos, so that there was an adverse visible balance of 3,768 
million pesos, compared with a surplus of 606 million pesos in the previous year. 
The adverse balance for 1951 calculated in terms of foreign exchange (obtained 
by applving to exports the middle rate of exchange applicable to imports) was 
2,102 million pesos. Full figures of the balance of payments in 1951 have not 
been made available, but the Ministry of Finance report estimates that there was 
an overall deficit of about 600 million pesos. 

The new Minister for Foreign Trade has stated that Argentina 1s interested in 
buying only essential goods from the United Kingdom. The principle underlying 
Argentine foreign trade policy would be that Argentina would sell only to 
countries that were willing to supply the goods she needed. 


Australia 

Commonwealth Bank regulations governing the lending activities of the com- 
mercial banks have been revised to allow them slightly wider powers in the 
interests of flexibility. The most important adjustment is the relaxation of the 
restrictions upon the provision of finance for working capital and the acquisition 
of rural property. With limited exceptions, however, customers will still be 
required to seek finance outside the banking system for working capital that 
could be classified as “‘ non-fluctuating ’’’. There is no intention to depart from 
the general principle of the 1950 directive, which was designed to reduce the 
dependence of industry, commerce and agriculture upon the banking system. 

It has been officially stated that irrevocable letters of credit to pay for imports 
would be recognized only if they related to goods on firm order before March 8, 
the day on which the Federal Government announced its programme of import 
cuts. Other consignments of goods will be subject to percentage restrictions 
under the licensing system. 


Belgium 

An agreement has been concluded with the O.E.E.C. for the disposal of the 
$223 millions of credits that Belgium has extended to the European Payments 
Union in excess of her quota. In the first place, the Belgian quota with E.P.U. 
is to be increased by $86 millions with the proviso that half this amount is added 
to loans to the Union by deducting it from the excess credits already in existence 
(the other half having been already settled in gold). Of the remaining $180 
millions, $80 millions will be settled by a gold payment by the Union to Belgium, 
$50 millions will be set off against arms orders to be placed in Britain and France, 
while the remaining $50 millions will be funded for repayment over five years; 
the resulting obligations will be “ mobilized ’’ by Belgium with the help and 
guarantee of the Union and its members—by means of a loan of dollars made to 


Belgium by the International Monetary Fund at the request of the O.E.E.C. 





* Other current international banking news is discussed in ‘‘A Banker’s Diary ’’, on pages [-}. 
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Brazil 

There has been a considerable increase in the accumulation of arrears of com- 
mercial payments, both in dollars and sterling; the latter are estimated to have 
reached £15 millions. This development is attributed to the deterioration in 
Brazil’s balance of payments partly in consequence of the necessity to import 
large quantities of dollar wheat to replace the supplies normally imported from 
Argentina (but not forthcoming this year owing to the drought in that country). 
Another important factor has been the contraction in earnings from commodity 
sales caused by the fall in world price levels and the reduced volume of overseas 
demand. The United Kingdom Exports Credits Guarantee Department has 
announced a curtailment of facilities in connection with trade with Brazil owing 
to the growth of payments arrears. 

The annual report of the Bank of Brazil states that, despite the tightening-up 
of import restrictions in the later months of the year, Brazil showed an external 
trade deficit of Cr.$4,684 millions in 1951. Of this, Cr.$3,753 millions was on 
account of trade with convertible currency countries. On all exchange operations 
the deficit in 1951 amounted to Cr.$8,390 millions. During the year balances in 
foreign currencies were reduced from Cr.$4,400 millions to Cr.$44 millions, but 
gold holdings showed virtually no change at Cr.$6,447 millions. 


Canada 


The annual report of the Foreign Exchange Control Board for 1951 reveals 
that $81 millions was written off official reserves during the year owing to the 
strengthening of the Canadian dollar in terms of the U.S. dollar. American 
dollars and gold constitute almost the whole of the Dominion’s reserve. After 
allowing for this adjustment, reserves showed a rise of $37 millions to $1,779 
millions on the year. This compared with a gain of $624 millions in the previous 
year. On current account there was a deficit of $524 millions during 1951, or 
nearly $200 millions more than in 1950. The total inflow of American money 
into the country was $560 millions, or $400 millions smaller than in the previous 
vear. But the contraction was wholly accounted for by the falling-off in the 
movement of “hot’’ money; the influx of funds for direct investment was $259 
millions, a new high level. 

The Bank of Canada has now suspended all special restrictions on bank credit 
with the exception of the regulation that limits loans secured by corporation 
stock to half the value of the collateral. 


Ceylon . 

The annual report of the Monetary Board of Ceylon, the body that controls 
the Dominion’s new Central Bank, states that the policy of discouraging the 
commercial banks from repatriating overseas balances was reversed towards the 
end of 1951. The object of the earlier policy was to limit the extent to which 
the expansion in Ceylon’s overseas earnings caused by the post-Korea commodity 
boom increased the domestic money supply and thereby provided a stimulus to 
inflationary pressures. At the close of 1951, however, it was decided that the 
worst of the monetary inflation had run its course and that it had therefore become 
more important to emphasize long-term objectives, including the encouragement 
of the commercial banks to extend credit for the benefit of domestic production. 
Accordingly, foreign exchange rates were adjusted to stimulate repatriation, and 
the commercial banks were informed that the Central Bank would establish 
working balances for each institution and refuse to purchase sterling forward 
from any bank whose balance exceeded the limit. The report implies that the 
commercial banks have not been so willing to undertake domestic investment as 
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the monetary authorities would have wished; it states that, despite the fact that 
conditions were favourable to such investment, the net increase in banking 
credit in the year to December 31, 1951, amounted to only about Rs.76 millions. 


Chile 

Owing to the deterioration in the country’s external payments, the Govern- 
ment has ordered the re-imposition of full import control. Prior authorization 
will have to be obtained from the Foreign Exchange Board for all transactions. 
The Government has also ordered a study to be made of ways of securing the 
greatest possible economies in State and private imports. It hopes, however, that 
the import position will be “ much brighter ”’ by the end of the year. 

The system permitting some payments to be arranged through a free market 
has been suspended. This development has caused concern to nitrate and other 
producers, since the disposal of foreign exchange earnings at official rates will 
mean a sharp drop in the internal v alue of export proceeds. 


China 

It has been confirmed that the three British banks operating in the country 
are, in common with many other British companies, winding up their interests 
in China. The British Government has requested the co-operation of the Chinese 
authorities in facilitating the withdrawal of the British concerns, particularly in 
the matter of the handing over of physical assets and the granting of permits to 
allow British business men to leave the couniry. Every eftort is to be made to 
avoid interference with Anglo-Chinese trade. The decision to withdraw is the 
outcome of the difficulties placed in the way of the successful operation of British 
concerns in China by the Chinese Communist Government. 


Egypt 

The decline in sterling earnings caused by failure to sell cotton to the United 
Kingdom on the customary scale has caused Egypt’s sterling balances on the 
freely available No. 1 Accounts at the Bank of England to dwindle to £12.5 
millions. Commitments are in excess of this figure and there is a possibility “that 
Egypt will have to draw on gold and dollar reserves to cover her deficits in sterling 
and other currencies. All credits for the financing of imports have been stopped, 
and a lengthy list of articles have been subjected to rigorous import licensing 
unless they are to be imported from countries with trade agreements with Egypt. 
These countries are France, Switzerland, Russian satellite countries and, by a 
recently concluded agreement, Western Germany. 

The one-vear trade agreement with Western Germany provides for an exchange 
of goods to the value of £E 284 millions in each direction. All but a small portion 
of the Egyptian exports to Germany will consist of cotton, and the West German 
Government has promised to guarantee credits and grant import licences for these 
shipments. From Germany, Egypt will receive machinery, electrical equipment, 
fertilisers and textiles. 


Germany 


> West German Bank Rate has been reduced from 6 to 5 per cent. Other 
rates quoted by State central banks have been adjusted accordingly. 

Plans have been virtually completed for the admission of Western Germany 
into the International Monetary Fund and World Bank, on the basis of a quota 
of $330 millions in each institution. 

The first German offer to the London conference on German debts was rejected 
by the creditors as being too low even to form a basis for a discussion. Efforts 
to ind a solution of the problem have, however, been continued. 
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Greece 

It is reported that new legislation the Government is introducing to detine the 
position of foreign debts will extend indefinitely the moratorium on all State and 
private debts that was due to expire at the end of last month. A number of 
loans granted before the war in sterling will, however, be exempt from the mora- 
torium, and in these cases provision will be made for the release of the necessary 
foreign exchange for the service of the loans. It is proposed that a settlement 
should be sought for debts of a commercial nature outstanding at the outbreak 
ol War. 


India 

The revised Budget for 1951-52 presented to the newly-elected Parliament 
differs little from the “‘ caretaker Budget ’’ submitted to the previous Parliament. 
In both cases the proposals were drawn up by Sir Chintaman Deshmukh. The 
revenue estimate, however, has been revised downwards by Ks.150 millions to 
take account of the fall in Customs receipts that is expected to result from the 
recent reduction in export duties on jute products and cotton and from the 
abolition of export duties on wool and oilseeds. This has had the effect of bringing 
down the estimated surplus on revenue account from Rs.187 millions to Rs.73 
millions, and of raising the prospective overall deficit to Rs.756 millions. Despite 
this adjustment, the new Budget made no alterations in the original taxation 
provisions. 

In his Budget statement, the Minister declared that, after taking into account 
the amounts drawn from the American wheat loan, India’s external payments 
were likely to show a deficit of Rs.300 millions on current account in this year. 
The dollar position would improve if loans under negotiation with the World 
Bank materialized. During the first four months of the year India’s sterling 
balances had dropped by Ks.81o millions. 


Israel 

To meet the financial crisis the Government is raising a forced loan for {£1.2: 
millions. The money is being secured partly by an exchange of bank notes 
providing for a deduction of Io per cent. on all denominations exceeding éI.1 
and partly by requisitioning 10 per cent. of all bank deposits exceeding £1.50. 
Certificates carrying a rate of 4 per cent. will be issued against the deducted 
amounts. Old notes of denominations exceeding {I.1 held outside Israel will 
become valueless. 

Temporary relief from the crisis in external payments created by the virtual 
exhaustion of all remaining reserves has been obtained as a result of agreements 
with the United States providing for additional economic and other aid to Israel 
to the extent of $26 millions. 

An official survey shows that Israeli Government dollar obligations at the end 
of 1951 amounted to $217 millions. Of this, $144 millions was owed to the U.S. 
i xport-Import Bank and repayable between 1952 and 1965. Dollar indebtedness 
in respect of the 1951 issue of Independence bonds in the United States accounted 
for another $50 millions. Israeli Government debts in sterling at the same date 
totalled only £2.6 millions, almost all of which was owed to the British Government. 


Italy 
fhe Governor of the Bank of Italy, Signor Menichella, has asserted that the 
Government’s financial! policy had enabled Italy to resist world-wide inflationary 
pressures and at the same time to avoid recourse to trade restrictions. It was 
because of the policy of accumulating gold and dollar reserves that Italy had been 
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able to maintain a high degree of trade liberalization at a time when other 
countries were turning to restrictions. 

The two adverse factors in the Italian situation, Signor Menichella said, were 
the change that has occurred in the pattern of industrial financing and the 
worsening of the balance of payments. Only 14 per cent. of the new credit 
required by industry was taking the form of risk capital, compared with 32 per 
cent. before the war. The gap in Italy’s balance of payments doubled in 1951 to 
$128 millions, but as Italy obtained $280 millions of American aid, reserves 
increased by $152 millions. 


Japan 

The Ministry of International Trade and Industry has given a warning that 
Japanese exports are likely to be sharply down in the fiscal year to March 31, 
1953, When compared with the previous twelve months. It has indicated that to 
ease balance of payments strains arising from the partial closing of sterling area 
and other markets to Japanese textiles, increased reliance will in future be placed 
on shipping and shipbuilding. American banking concerns are making available 
some of the finance needed for ship construction. 

A survey prepared by the Japanese Foreign Investment Commission shows 
that new foreign investment in Japan between the granting of independence and 
the end of April last amounted to approximately £6.1 millions. The bulk of the 
new money came from the United States. The second largest investor was the 
United Kingdom. 


Netherlands 


The Finance Ministry has announced important changes in interest rates. 
[Interest on Treasury notes with currencies of three to twelve months has been 
cut by } per cent. all round, the new series of rates ranging from } to 1} per cent. 
Medium-term Treasury paper has been withdrawn. Interest on two-year notes 
remains at 2 per cent., but the rate for five-year notes has been increased from 


2} to 2) per cent. The alterations are designed to correct the over-abundance 


of short-term money, which, it is said, might stimulate inflationary pressures. 
They are also intended to stimulate long-term investment. 

The trade talks with the United Kingdom, which were broken off earlier in 
the year owing to Dutch dissatisfaction over the treatment of specialized Nether- 
lands imports under the British import restrictions, have been successfully con- 
cluded. The British Government has made some concessions to the Dutch to 
protect their share of the British market. In return the Dutch authorities have 
agreed that import licences for British goods will be granted at or slightly above 
the 1951 rate during the remainder of 1952—the period covered by the agreement. 
[Import quotas for British cars have been increased. 


Panama 
The Panama Trust Company, the only private Panamanian bank, whic! sus- 
pended operations early in 1951, has been reopened under the control of a French 
bank—the Banque Nationale pour le Commerce et |’Industrie. It is said that 
the rench bank will be in a position to offer the technical and financial assistance 
indispensable to the development of the Panamanian economy. 


Peru 


The British Council of Foreign Bondholders has informed the Peruvian Govern- 
ment that the rates of interest and other terms of the proposed offer to holders 
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of the American dollar bond issues might be acceptable to holders of the London 
issues, but that it could not be expected to accept an offer that ignored the dollar 
options on these loans. The Council rejected the Peruvian contention that to 
honour the contractual dollar options attached to the London issues wo uld bring 
into play the mostfavoured nation clause in the American Debt agreement. 
All existing stamp laws have been consolidated under a new law; a single 
class of fiscal stamps has been substituted for the variety of stamps previously used. 


Portugal 


The Government has issued a decree imposing a special tax on goods exported 
from Portuguese overseas territories. Some modifications have been made in the 
previous decree stipulating that a percentage of the proceeds of all exports to 
E.P.U. countries was to be handed over to the authorities to be held in blocked 
accounts. 

A new decree-law authorizes the Portuguese National Development Fund to 
float promissory notes up to 336 million escudos for investment purposes during 
1952. The Ministry of Finance is given the power to require the Treasury to 
advance funds equivalent to the value of the planned note issue in anticipation 
of actual subscriptions. 


Rhodesia 


Barclays Overseas Development Corporation has entered into an agreement 
with the Southern Rhodesian Government to advance the project for producing 
oil from coal in Southern Rhodesia. The corporation is financing the shipment 
of a sample consignment of coal from the Wankie field to Europe for practical 
tests In continental gasification plants. The corporation has undertaken, if the 
tests are successiul, to take over at cost all the reports and data prepared for the 
Government by its consultants. It is estimated that the capital needed to supply 
the country’s oil needs from coal would be between £15 millions and £20 millions. 


South Africa 


The authorities have adjusted the official buying price for long-term Govern- 
ment stocks to a yield basis of 4} per cent., compared with 4} per cent. previously. 
Prices for maturities of less than seven years have also been adjusted. The 
tendency for interest rates to harden had obliged the Government to accept large 
additional quantities of stock at the previous “ pegs ”’. 

The Union Finance Minister, Mr. Havenga, has asserted that the South African 
pound is not irrevocably tied to sterling. South Africa was free to determine its 
course of action in accordance with its own interests. 


United States 


The response to the Government's 2? per cent. bond issue was extremely poor. 
The operation raised only $450 millions of new cash, of which a third came from 
the Government’s own investment accounts. It is suggested that to ensure the 
success of the next issue the Government will have to raise the rate of interest 
to 3 per cent. 

A joint statement issued by the Manufacturers’ Trust Company and the New 
York Trust Company states that the proposed merger of the two banks is not 
being proceeded with ‘“‘ owing to the lack of enthusiastic support from the New 
York Trust shareholders ’’. The opposition appears to have come from certain 
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large stockholders of the company, notably insurance companies. Had the 
merger plan been carried through, the combined institution would have been the 
fourth largest bank in the [ ‘nited States. 





Appointments and Retirements 





Barclays Bank—Wiindsor, Local Head Office: Mr. B. T. Synge to be local directors’ assistant. 
Head Office: Mr. K. A. Ebbs to be an inspector; Mr. C. Holloway to be an inspector. East Ham, 
202 High Street N.: Mr. H. G. Kemp, from Ilford, to be manager. Greenford: Mr. E. C. Sawkins, 
from Bay swater, to be manager. J//ford, Valentine’s Park: Mr. S. C. Chapman, from Mare St., 
Hackney, to be manager. Farnworth: Mr. N. C. Parry, from Walkden, to be manager. Hayes 
End: Mr. J. C. Rabjohn to be manager. iWanchester, Chorlton-cum-Hardy: Mr. M. P. Smith, 
trom Stockport, to be manager. Cardiff—Roath: Mr. J. Howell, from Roath Park, to be manager; 
Roath Park : Mr. G. P. Thomas, from Queen St., to be manager. St. Asaph and Abergele: Mr. 
M. C. Jones, from Pwllheli, to be manager. 

British Linen Bank—BSroxburn and Uphall: Mr. ¥. T. B. Hay, from George St., Edinburgh, 
to be manager on retirement of Mr. G. A. Shiel. Leven: Mr. G. McArthur, from Stirling, to be 
joint manager in association with Mr. D. C. Wallace, on retirement, owing to ill health, of Mr. 
R. Andrew. Wethil: Mr. S. Craig, from Methil, to be manager. 

Clydesdale & North of Scotland Bank—Glasgow, Chief Overseas Branch: Mr. W. Hunter, 
from Head Office, and Mr. W. M. Lamont to be assistant managers. 

District Bank—Shrewsbury: Mr. W. S. Wood to be manager. 

Lloyds Bank—Head Office, Advance Dept.: Mr. C. R. Vincent to be a controller. birmingham, 
Solthull (also Knowle): Mr. H. F. Wootton, from Colmore Row, to be manager on retirement of 
Mr. H. I’. Robinson, M.M. 

Martins Bank—Bournemouth, Lilliput: Mr. F. T. Silcock to be manager. Liverpool, Wavertree 
Mr. F. H. Mathias to be manager. Plymouth: Mr. T. Quayle to be manager. 

Midland Bank—/slington, Upper St.: Mr. K. W. Goode to be manager. Bariet: Mr. T. D. G. 
Carstairs, from New Barnet, to be manager on retirement of Mr. H. T. Boucher. Biyvmingham, 
Sparkbrook: Mr. R. Western, trom Nessgate, York, to be manager on retirement of Mr. A. G. 
Newell. Purley: Mr. K. G. C. House, from Sutton, to be manager on retirement of Mr. E. S. 
Jenkins. Royton: Mr. J. W. Beck, from Blackpool, to be manager. Wallasey, Egremont: Mr. 
. L. Denney, from Liverpool, to be manager on retirement of Mr. E. W. Hodson. 

National Provincial Bank—4ximinstey: Mr. S. A. Yeo to be manager. Barmouth: Mr. G. W. 
Kershaw, from Amlwch, to be manager on retirement of Mr. H. Jones. Sristol, West St.: Mr. 
C. P. Warner, from Swindon, to be manager. Liverpool—Aintree: Mr. E. E. Hunter, from 
Whitechapel, Liverpool, to be manager on retirement of Mr. A. Firth; Whitechapel: Mr. W. R. 
Cockroft, from Blackpool, to be manager. Newark: Mr. F. W. Weedon, from Northampton, 
to be manager on Mr. A. E. Bandey’s retirement. Northampton, Kettering Rd.: Mr. K. Grierson, 
an inspector of branches, to be manager. Noftinghain, Basford: Mr. R. N. B. Cowley, from 
Shetheld, to be manager. Poole, Longfleet: Mr. A. J. Titt, from Bournemouth, to be manager. 
Retford: Mr. E. L. Beetham, from Doncaster, to be manager on retirement of Mr. G. F. Davies. 


Rushden: Mr. E. V. H. Preedy, from Poole, to be manager. Sheffield, Highfield: Mr. R. M. 
Point n, from Portsmouth, to be manager. Swindon: Mr. R. Virgo, from Luton, to be manager. 

be Inspectors of Branches: Mr. C. W. Pierson, from Sheffield, and Mr. C. M. Crothers, from 
J ont St 


Union Bank of Scotland—Lavrhill and Colmonell: Mr. R. Birse, from Larkhall, to be manager 
on retirement of Mr. A. Seed. 

Westminster Bank—/Head Office (41 Lothbury, E.C.2): Mr. W. H. Pett to be an assistant stait 
ontroller; Mr. E. J. C. Peaty, from Streatham, to be an inspector of branches. Barnstaple: 
Mr. W. R. Perry to be manager. Bloomsbury: Mr. S. E. Hopkins to be joint manager with 
Mr. |. Aston and sole manager on retirement of Mr. Aston. Bridgwater: Mr. C. H. Burgess, 
trom Barnstaple, to be manager on retirement of Mr. W. D. Beel. Clapham Junction: Mr. A. C. 
Udall, from Walton-on-Thames, to be manager on retirement of Mr. J. E. Tucker. Cvressington 
and Childwall; Mr. OQ. Tunnicliffe, from Liverpool, to be manager on retirement, owing to ill 
health, of Mr. H. Hardy. Gillingham (Kent), Watling St.: Mr. F. Walmsley, from Rochester, to 


Radcliffe, to be manager on retirement, owing to ill health, of Mr. C. Short. Ramsgate: Mr. 


H. A. Yates, from Southsea, to be manager on retirement of Mr. P. Shenton. Stveatham: Mr. 


R. V. Dearsly to be manager. Ilalton-on-Thames: Mr. C. H. M. Robinson, from Weybridge, 
be manager. 
Williams cree Bank—.\lanchester, Tvustee Dept.: Mr. J. Holme, A.C.A., to be manager 


nm retirement Mr. W. H. Lowe. 
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Banking Trends over Thirty Years* 
“ Risk ” Assets 


Liquid Assets : ; sicesehiant ceateche 
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of Months: /mn. /mn. / émn. émn. » A 
[Q21 <s 1,759 O50 35 oa 325 833 O64 
[Q22 - 1,727 O55 37 -- 391 750 64 
1923 5s I,025 551 35 -- 356 TOL 67 
[924 4 L,O15 545 33 — 341 Sod 69 
[925 L,OL0O 539 32 — 256 S50 69 
1920 ha I,Ol5 532 32 — 205 SO2 7O 
1927 I,O01 553 32 - 254 Q2rs 690 
IQg2d - 1,71! 554 33 - 254 945 OS 
1Q29 - 1,745 505 32 — 257 QQ! 69 
19 30 os I,75! 590 33 - 255 903 OS 
CO3I « [,715 500 3- 301 QQ HQ 
1932 yi 1,749 Ot 34 — 345 S44 67 
1933 Ks 1,909 HOS 34 - 537 759 60 
1934 ee 1,534 576 31 500 753 70 
1935 es T,Q5I O23 31 O15 709 69 
19 30 — 2,088 692 22 Or4 S39 68 
1930 - 2,160 713 32 643 865 68 
1937 na 2,225 O53 30 052 054 7O 
1935 ats 2,219 O7 2 30 037 Q70 71 
1939 2», 151 645 29 bos QO! 71 
1940 pia 2,419 7355 21 73 666 Q55 05 
194! = 2,563 676 23 $95 504 ) 59 
[942 3,159 712 pF O42 [,000 797 57 
[943 3,554 723 20 1,002 1,147 747 52 
1944 4,022 755 LY) 1,337 [,105 750 40 
[945 1,55! SSO LQ I, S11 1,150 7038 41 
1940 4,932 1,250 25 1,492 1,345 S55 44 
1947 5,493 1,040 29 1,305 1,474 [,107 40 
[945 5,713 1,703 29 I, 252 1,479 [,320 47 
[949 §,.772 1,920 32 O53 1,505 [,440 19 
LQ50 5,Oo11 2,345 39) 430 1,505 [1,003 52 
IQ5I 5,931 2,305 35 247 1,624 1.822 50 
[Q51: 

Oct 5,951 2,423 39.1 17" 1,555 1,897 55-7 

Nov. 5,973 L,QdI 32.0 Los 2,033 [1,925 64.0 

Dec 6,035 2,100 33.2 LO2 1,906 1,931 61.5 
1952: 

Jan. 5,955 2,092 33.8 66 1,954 [,Qt2 62.3 

Keb. 5,006 1,574 31.9 [5 1,044 1,933 65.5 

March 5,085 1,872 31.8 - 1,935 1,940 66.0 

April 5.715 1,895 31.6 1,934 1,953 64.9 

May i 5,007 1,044 32.9 [,932 1,891 64.3 


* Ten clearing banks for 1921-35, thereafter eleven; the first, and italicized, line for 1936 
adjusts the official figures to exclude the District Bank, and thus helps to join the break in con- 
tinuity of the series. 


June 23, May 24, May 31, June 7, June 14, June 21, 
1Q51 1952 1952 1952 1952 1952 
Ways and Means Advances: im. {m. {m. im. {m. ém. 
Bank of England SK 2.3 4.5 o0.: 2.2 
Public Departments _.. 354.5 314.6 299.8 307.3 273.5 301.8 
Treasury Bills: 
Tender .. o8 oe 3220.0 2090.0 2710.0 2750.0 2790.0 2330.0 
Tap i 4 ke 2108.7 ia77.2 1484.5 1503.4 1517-9 1504.1 
Treasury deposit receipts .. 345.0 
6000.5 4481.5 4498.7 4500.7 4531.7 4035.2 
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1940 
1947 
1948 
1949 
1950: 
I 
I] 
III 
IV 


Total, 1950 


IQ51: 
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II] 
IV 


Total, 1951 


1952: 
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"THE BANKER 


National Savings 
(£ millions) 

















Savings Savings 
Certi- Defence Savings Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks _ Total 
(net) (net) (net)* Small (net) (net} (net)* Small 
2.7 - 19.8 2.9 — 14.2 1950 May - 3.8 — 3.4 0.4 - 6.8 
16.4 — 25.1 17.2 8.5 June... - 4.6 - 3.0 -— 2.7 -— 10.3 
July -4.7- 2.5 - 6.7 — 13.9 
29.4- 29.9 54.6 54.1 a ee Se ee 
— 2.3 - 31.2 13.7 - 19.8 a ‘<i ee - 2.4 
- 4.5 - 20.3 6.4 — 18.4 ~< + = iw. Be shape 5.4 
2 = oo ae - 3.0 —- 2.7 [o7 = 28 
-7.2- 5.8 8.3 a.9 D : 7 | 
Dec. —- 4.4 - 2.4 -16.8 — 23.6 
he< 6a wee pe | OE. - Se~ Se ee Se 
-1.5- 0.4 8.6 6.7 ~Pin -- a a i 
-7.6- 4.8 - 2.7 -15.! + deh 3: 5 +? 
Ren Eta Oo «838 April .. 7-7 ~ @.2 = Ts 6.1 
‘9 9° ie — May .. 2.7 - O.1 -14.7 - 12.1 
. June .. 4.9 0.2 -12.8 — 7.7 
- 5-5 - gQ.I 36.06 22.0 luly I.2- 0.7 -—16,8 — 16,3 
-10.9 - 9.6 6.4 —- 14-1 Aug. - 0.5 5.1 — 4.6 — 10.2 
“—13.09- 7.5 ~- 2.4 ~ 23-§$ Sept. .. o.3°- £3 9.9 5-7 
~S.0-<- 7:3 - 4.3 - 2 Oct. .. I1.O- 7.3 12.3 6.0 
Nov... - 0.3 —- 5.7 3.8=— 2.2 
27.5 3.9 3.3 34.7 Dec. o.8 — 8.4 -I7.1 — 26.3 
's.3 * 0.1 — 26.9 — 13.7 1952 Jan. 0.2 4.0 a 3.7 
1.0 — 10.3 1.5 — 20.8 Keb. Py 7.2 2.4 =< 3.5 
- OI 21.4 1.0 22.5 Mar. ee 15.9 5.5 ~- ©.7 
April .. 2O<- Fd 5-4 - 4.3 
5.6 23.2 15.3 6.3 May —- 3.8 - 11.6 — 5.6 — 21.0 
* Including Release Benefit Accounts from July, 1945. 
Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Financed by : Reserves 
Deficit at end of 
U.S. and Purchases S. African Change Period 
Canadian from Gold E.R.P. in 
Credits [.M.F. Loan Reserves 
908 1123 -- --— — + 220 2696 
4131 3273 240 -—~ — —- 618 2079 
1710 352 128 325 682 — 223 1856 
1532 116 52 — 1196 — 168 1688 
+ 40 27 _ — 229 + 296 1984 
+180 18 - = oo 240 + 438 2422 
+187 _ va nes 147 + 334 2756 
+ 398 ian ant aad 146 + 544 3300 
+ 805 45 — — 762 +1612 3300 
+ 360 — _— . 98 + 458 3758 
+ 54 one o> ne 55 + 109 3867 
“o3e — at ~ 40 — 598 3269 
— 940 — “— ans 6 — 934 2335 
— 1164 — ~~ - 199 — 965 2335 
—636 — — I — 0635 1700* 


has been 


T¢ vealed 


that between March 31 


and June 11, in which period Britain 
received about $100 millions of American Aid, the reserves fell by less than $28 millions. 
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BANK OF BRITISH WEST AFRICA 





Year of Steady Progress 





HE fifty-eighth annual general meeting 


of the Bank of British West Africa, Ltd., 
will be held on July 17 at 37 Gracechurch 
Street, London, E.C. 

The following are extracts from the statement 
by the chairman, The Rt. Hon. Lord Harlech, 
K.G., G.C.M.G., which has been circulated with 
the report and accounts for the year ended 
March 31, 1952 

[t is 26 years since, as then Under-Secretary 
of State at the Colonial Office, | made a three 
months’ tour of British West Africa, and I 
had hoped to make another extensive tour on 
behalf of the Bank. Various circumstances 
compelled me to limit my visit to three weeks, 
but thanks to the development ot air travel I 


was able to visit our branches at Lagos, 
Ibadan, Port Harcourt, Enugu and Kano in 
Nigeria, and Accra, Kumasi, Takoradi and 


Sekondi on the Gold Coast, and to make useful 
contacts with the Governments, representa- 
tives of leading customers and members ot 
our European and African stati. Everywhere | 
received a most friendly welcome, and I am 
satisfied that our Bank is performing. its 
ever-increasing duties with efficiency, good 
public relations and success. [| am equally clear 
that our opportunities for expansion and 
development are great. 


Rise of Living Costs 

Local living costs have risen rapidly, espe- 
cially on the Gold Coast, the inevitable corol- 
lary of high prices for food, goods and services 
of all kinds, and in the year under review our 
scales of salaries and allowances have had to be 
increased to meet these conditions. 

Great political changes are taking place in 
the West African Colonies, and the business of 
government has to some extent been trans- 
ferred to representative Africans. [In the 
course of my tour I was able to meet many of 
the new Ministers of Government and was 
impressed by their keenness and good will. 

Unfortunately, during the last quarter of 
the bank’s financial year there was a sharp fall 
in the market value of our investments in 
British and British Colonial Government 
securities, but we have made full provision out 
of reserves and profits for meeting the difference 
between the book and market value of such 
securities—no mean achievement. I[ should 
add that all our investments are represented by 
securities redeemable at par, with maturity 
dates fixed at relatively short or medium 
periods, and in this we are very favourably 
situated in comparison with a number of other 
banks. 


The Accounts 
Figures and results shown in the balance- 
sheet and profit and loss account will, I believe, 
be accepted with satisfaction, indicating as they 
do a steady degree of progress in nearly every 
section of our activities. This progress has, 
{ am pleased to say, kept in step with the 


XXill 


general economic expansion that has been seen 
in the West African Colonies during recent 
vears and their growth as an important tactor 
in the sterling area. 

A sum of has been added to the 
reserve fund out of profits, making the new 
total 41,050,000. <A further sum of 
also taken trom profits, has been placed to 
contingencies account. Current, deposit and 
other accounts at £54,500,077 show an increase 


Ot 450,000 


#7100,000, 


of £1,856,388 over last year. Liabilities on 
acceptances, confirmed credits and = other 
engagements on  behalt of customers at 
£9,345,570 have decreased by £1,201, 203. 

On the assets side, cash holdings at 
{7,512,945 are higher by £2,580,526, while 
money at call and at _ short. notice at 
{22,230,286 1s lower by £3,360,714. 

High Degree of Liquidity 


[t will be apparent on examination of these 
figures that a high degree of liquidity is con- 
sistently maintained, and [ think | should 
emphasise that this is essential in a business 
such as ours where many heavy calls are made 
on our resources for the financing of West 
African crops and general merchandise, both 
on an increasing scale. Investments stand at 
$10,371,572. 

Once again [ have to draw your attention to 
a steady expansion of business in advances, 
loans and overdrafts during the year. At 
$14,385,575, these are up by 45,185,767. 
Premises and furniture stand in the books at 
£142,459, obviously a figure much below their 
real value. 

Owing to the upward trend in our profits, 
vour directors have felt it necessary to deliber- 
ate carefully with regard to the payment of the 
dividend this year. It will be recalled that in 
1951 the dividend was increased by 2 per cent., 
bringing the amount paid to shareholders up 
to g per cent. After reviewing all possible 
aspects and keeping in mind the possibility of 
price falls in some of the products financed by 
the bank, a decision has been reached to adopt 
a conservative policy this vear, and | hope 
shareholders will appreciate that this will be 
in their true interests. An interim dividend 
of 3 per cent. was paid in December, 1951, and 
I now have to recommend that a final dividend 
be paid at the rate of 6 per cent., making once 
more a total of 9 per cent. for the full year. 

I have feelings of confidence with regard to 
the future of West Africa. Many changes are 
taking place and much progress is being made, 
as must be expected in a vast area that is 
being rapidly developed and, in their posses- 
sion of abundant natural wealth which scienti- 
fic and technical skill will turn to good 
advantage, these Colonies have much to offer 
to the world. Our bank is well equipped and 
has ample resources at its disposal for assisting 


in these developments and, having a progres- 
sive outlook, is well prepared for the services 
it will be called upon to pertorm. 


OTTOMAN BANK 


Economic Development of Turkey 





Lord Latymer’s Review 





HE &s&5th annual general meeting of 

Ottoman Bank was held on June 25 at 

Winchester House, Old Broad _ Street, 
London, E.C. 

The Rt. Hon. Lord Latymer (the Chairman) 
presided and in the course of his speech said: 

I am happy to be able to inform you that 
under the authority of Article 21 of the 
Statutes a new Agreement has just been signed 
with the Turkish Government. Immediately 
this Agreement has been ratified by the Turkish 
Grand National Assembly, your committee 
propose to convene a turther general meeting 
ot shareholders in order to give an account of 
the matter and to ask the shareholders to pass 
resolutions to make such changes 1n_ the 
Statutes of the Bank as may be necessary to 
conform with the new conditions. 

In September last Turkey was invited to 
join the members of the North Atlantic Treaty 
Organisation. Her adherence was_ tormally 
ratified in February, 1952. Turkey has thus 
strengthened the bonds uniting her to the 
nations who share the same democratic ideals 

an event of great political importance which 


cannot fail to have widespread effect. From 
the economic point of view, 1951 witnessed 
remarkable development on all sides; in 


agriculture, in mining, In industry, in foreign 
trade and in the general equipment of the 
country. The authorities have been most 
anxious to encourage private enterprise. Here, 
the Industrial Development Bank of Turkey, 
which came into operation in 1951, has been 
able to help with the granting of a number oft 
credit facilities. 

The Ottoman Bank, with its widespread 
connections in banking, industrial and com- 
mercial spheres, will always ofter the fullest 
support to the eftorts which Turkey is making 
to interest foreign elements in her economic 
development. 

EGypt: Early hopes for an untroubled year 
were not fulfilled. kor your branches it was 
a very busy time, although there was, as might 
be expected, a falling off in the activity of the 
Canal Zone branches during the latter months 
of the vear. 

SUDAN: For the Sudan it was an excellent 
vear. The political scene was indeed far calmer 
than agitation abroad and repeated reference 
in the Press might have suggested, and thus 
permitted the Sudan Government to press 
forward towards its object of self-government 
for the country by the end of this year. The 
preparation of the new Constitution ts now in 
hand. Our three branches in the Sudan have 
had a busy and satisfactory vear. 

ISRAEL: The year brought an appreciable 
increase in the business handled by our 
branches in Isracl, whose services are well 
patronised by all sections of the community. 

JORDAN: In spite of many anxieties and of 


increasing competition, it was for our branches 
in Jordan an active and on the whole successful 
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vear. They continued to serve a numerous and 
widely spread clientele and to foster, by means 
of long and medium-term facilities to munici- 
palities, the development of amenities and 
progress in many of the outlying towns. 

IRAO: The violence and unrest noticeable 
In Many countries of the Near and Middle East 
during the year could but have some reper- 
cussion in Iraq. Nevertheless, 1951 was, in 
many respects, a vear of planned reorganisa- 
tion and confident development. The Govern- 
ment was able to devote its full concentration 
to the important negotiations for fresh agree- 
ments with the Oil Companies operating in the 
country. It is a real tribute to the foresight 
and patience of all concerned that these nego- 
tiations have resulted in the new agreement 
with the lraq Petroleum Company and its 
subsidiaries, which was signed and ratified a 
few months ago. 

Lord Latymer then reviewed other countries 
In Which the Bank has interests, and continued: 


Balance Sheet 

Once again the total exceeds that the 
previous year and now stands at more than 
Advances to customers have 
risen by nearly £0,000,000. 

Profit and Loss Account 

Turning to the Profit and Loss Account, the 
result for the vear is £303,038 compared with 
{320,475 for 1950. To this figure is added 
£113,045 of remittances of profits of previous 
vears and in this connection I would mention 
that it is becoming increasingly difficult to 
remit profits so that they can be included in 
the figures for the vear in which they were 
earned. So far, in almost all the territories 
where your Bank is established, it has been 
possible with the help of the Exchange Authort- 
ties of the countries concerned, to arrange for 
the remittance of profits to this country. The 
conditions necessary for the freeing of inter- 
national exchanges, however, are still a very 
long way from being realised and until these 
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conditions are attained both international trade | 


and bankine rest on insecure foundations. 
The continued financing of international 
trade depends among other things upon the 
power to remit a reasonable profit earned by 
those who carry out this important service. 


Your 


+ 


3ank has so tar been fortunate in that 


this fact has been generally recognised by 
countries throughout the Near and Middle 
Kast. 


The Committee propose that a dividend of 
Ss. per share be paid again this year. 


[ am sure that you would like to join me in] 


conveying our thanks to the Management and 


to the staff of all the branches of your Bank. 
1951 Was not an easy year, but the hard work §& 


and loyalty of our statt have helped us to sur- 
mount the many problems with which we were 
faced. 

The report was adopted. 
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Year of Outstanding Progress 


IMPERIAL CHEMICAL INDUSTRIES LIMITED 


Mr. J. Rogers on Current Trading Conditions 


HE 25th annual general meeting of 

Imperial Chemical Industries Limited was 

held on June 19 at Wigmore Hall, 36 
Wigmore Street, London, W.1. 

Mr. J. Rogers, O.B.E., LL.D., the chairman, 
presided and in the course of his speech said: 

As the report shows, the company has again 
broken records, both in turnover and in profits. 
It is true that some part of the increase in 
turnover is due to rising prices, but the physical 
volume of turnover has also increased to record 
levels. 

It is the considered opinion of the directors 
that, after tull provision has been made for the 
proper maintenance of the productive assets 
of the company, stockholders should be given, 
by way of increased dividends, some part of 
the increased profits due to the progressive 
expansion of the company. The total Ordinary 
dividend for 1951, 13 per cent., before taxation, 
is still smaller in purchasing power than the 
dividend of 8 per cent. paid for a number of 
vears before and during the war. Wage 
earners and salary earners get increases which 
help to compensate them for the increased 


cost of living, and it is not unreasonable to 
consider stockholders in the same way. 
Record of Progress 
The company’s record for 1951 1s one of 


outstanding progress. That progress continues, 
and the directors have betore them no shortage 
of important and profitable schemes of expan- 
sion and development in which the company’s 
resources can be employed. Many of these 
schemes arise from years of patient and well- 
directed research. The programme of capital 
extensions for the next two or three years, 
however, will have to be held back, in part, at 
any rate, because of the shortage of essential 
equipment and building resources for which, 


quite properly, priority is being given to 
rearmament. 
Exports are as important, or almost as 


important, as rearmament. The company’s 
direct exports are now running at well over a 
million pounds a week. In addition to the 
company’s direct exports, it has to be remem- 
bered that a substantial proportion of our 
products goes to other industries which are 
producing for export. For this reason it is in 
the interests of the country, as well as of the 
company, that our capital programme should 
be pressed forward with no more delay than is 
absolutely necessary during the present crisis 
conditions. Another reason for pressing on 
with this programme is that we must keep 
ahead of foreign competition. 

I! have said that we have no shortage of 
important and profitable proposals for capital 
expenditure. Indeed, the Board have been 
aware for some time of the need to be selective 
and to concentrate upon those projects for 
which the company is particularly well placed, 


having regard to its accumulated experience 
and its large and specialized research and 
development organization. The company’s 
forward capital programme is, therefore, under 
constant review. 


Future Trading Prospects 

So far as our future trading prospects are 
concerned, I should be unwise if I attempted 
any prophecy to-day. 1952 has brought new 
problems to some industries which a year or 
two ago were having difficulty in finding 
enough materials and labour to cope with an 
excessive demand, but which to-day are 
unable to tind adequate markets either at home 
or overseas for their output. The setback in 
the textile industries, for example, is not a 
problem peculiar to this country, but is world- 
wide, and this setback inevitably affects the 
demand for dyestuffs. For other industries 
there has been similar change from anxiety 
about raw materials to anxiety about markets. 
Nevertheless it is difficult to interpret these 
signs as foreshadowing a general depression. 
So far in 1952 we have not been seriously 
attected by these conditions and our turnover 
has been satisfactory, notwithstanding the 
resurgence of German and Japanese competi- 
tion. The directors remain, however, keenly 
alive to the need to watch changes in trading 
conditions, both at home and overseas, and to 
adapt ourselves quickly to these conditions. 


E.P.L.._A Harmful Tax 


[ am confident that we shall continue to 
expand our business in spite of the obstacles 
to expansion placed in our way, and in the 
way of other progressive companies, in the 
form of penal taxation, which seems almost to 
have been designed to encourage stagnation 
and to prevent progress. I reter, in particular, 
to the new excess profits levy. The chairmen 
of almost all important companies who have 
had the opportunity of making public state- 
ments since the announcement of this levy 
have condemned it as a most unwise piece of 
legislation which cannot fail to do great harm 
to Britain’s trade and industry, and | am in 
complete agreement with this condemnation. 
Whatever the vield of this tax and whatever 
its purpose in terms of party politics, this tax, 
even in its modified form, will do much more 
harm than good to the country, and it is 
bound to hit hardest those progressive com- 
panies whose activities are most likely to 
assist the country to get out of its present 
economic troubles, particularly those engaged 
in the export trade. 

The report and accounts were adopted. 

The proposed alteration to the articles of 
association was approved and the proposal to 
increase the company’s capital from/95,000,000 
to 4120,000,000 by the creation of 425,000,000 
unclassified shares of 41 each was sanctioned. 
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